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The MILL MUTUALS are 
genera l fire insurance carriers. 


MUTUAL FIRE PREVENTION BUREAU 
230 East Ohio St. 4 Chicago, II. 


A service organization maintained by the 
Mill Mutuals 





























Scores of leading mu- 
tual fire companies paid 
larger dividends in 1930 
and 1931, than in any 
other two years in their 
history. Any business 
man can appreciate this 
forceful commentary on 

mutual stability. 
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Western Millers Mutual Fire Insurance Co.. . . Kansas City, Mo. 
Ohio Millers Mutual Insurance Co........... Van Wert, Ohio 
Michigan Millers Mutual Fire Insurance Co.. . . . Lansing, Mich. 
Mill Owners Mutual Fire Insurance Co..... . Des Moines, Iowa 
Millers Mutual Fire Insurance Co............ Harrisburg, Pa. 
Millers Mutual Fire Insurance Co......... Fort Worth, Texas 


Pennsylvania Millers Mutual Fire Ins. Co... . Wilkes-Barre, Pa. 
Millers Mutual Fire Insurance Association......... Alton, Ill. 
Grain Dealers National Mutual Fire Ins. Co. . . Indianapolis, Ind. 


Millers National Insurance Co................. Chicago, Ill. 
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MARINE INSURANCE 


OCEAN—INLAND—YACHT 








Transportation Insurance On A Mutual Basis 


This Company is the largest in the United States writing exclusively Ocean Marine, 
Yacht, Inland Marine and Transportation Insurance on a Mutual Cash Participating 
plan. The profits revert to the assured. Policies are non-assessable; no policyholder 
being liable to the Company except for the payment of the premium. Its policy offers 
safe and economical protection. 


Latest Dividend 15% 


LOSSES PAID IN EXCESS OF $185,000,000 
DIVIDENDS OF PROFIT TO POLICYHOLDERS OVER $115,000,000 


Inquiries Invited Direct or Through Agents or Brokers 


Atlantic Mutual 


Insurance Company 
(Chartered 1842) 


HOME OFFICE: ATLANTIC BLDG., 49-51 WALL ST., NEW YORK 
CHICAGO OFFICE: 175 WEST JACKSON BLVD., CHICAGO, ILL. 


BOSTON 


BRANCH OFFICES: 
CLEVELAND 


PHILADELPHIA 























PROTECTION 


ben ability and willing- 
ness to pay when a loss 
occurs is the most vital fac- 
tor about an insurance com- 
pany to its policyholders. 
This factor is controlled 
by law to a large extent in 
that every insurance cor- 


poration, stock or mutual, is required by 
law to maintain certain fixed reserves 


against losses. 


The ability to pay is of course a relative 
matter, based largely on the total assets of 





In general i 


tain a stronger 
as compared w 


the company in relation to 
its liabilities. Many a small 
company is in a stronger po- 
sition to promptly discharge 
its loss obligations than a 
large company, not as 
soundly organized. 

t may be said that the ad- 


vance premium mutual companies main- 


position in regard to assets 
ith liabilities than any other 


type of insurance carriers. 


PROTECTION AT STEVENS POINT 


(As filed with the Wisconsin Insurance Department, as of December 31, 1931) 


Assets Liabilities 
$4,702,134.62 $3,842,332.78 


For every dollar of liabilities, the Hardware Mutual has $1.22 in assets. 


HARDWARE MUTUAL 


Home Office: Stevens Point, Wisconsin 


Surplus 
$859,801.84 


{CASUALTY COMPANY 
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Write to the Companies 
That Do Things Right 


CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 


INDIANA LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMEN’S MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMEN’S MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 


% Me 
Offices From the Atlantic to the Pacific 


— Gale & Stone, Boston Justin Peters, Philadelphia “ 
Interstate Mutual Insurance Agency Co., Mansfield, Pittsburgh. 
Lumbermens & Manufacturers Insurance Agency, 
James S. Kemper, Mgr. 

Chicago, Milwaukee, Minneapolis, Omaha. 

Lumber Insurance Agency, Indianapolis. 
The Martin General Agency, Seattle, Denver, San Francisco, 
Angeles, Vancouver, Portland, Spokane. 
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Hon. Theo. Thulemeyer 


Commissioner of Insurance for Wyoming 


W yomina's Commissioner has established a reputation for thorough-going efficiency in his 
department. His keen appreciation of the needs of the insuring public and his constructive policy 
in dealing with the companies mark him as one of outstanding qualifications for the position he 
holds. 


In wider circles he is a member of the Executive Committee of the National Convention 
of Insurance Commissioners. 
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About the Insurance World 


Brief Review of What Is In the Magazines and In the Mail 
Which Comes to the Editor’s Desk 


Uncommon Talk 
About the Com- 
mon Cold 


THIS being the 
beginning of the 
season of snif- 
fles, coughs, and 
sneezes the reading public finds it- 
self regaled with articles about how 
to prevent these distressing symptoms. 
By all odds the most comprehensive 
effort to explain what happens in the 
nose, throat, and bronchial tubes 
when a good hard case of “plain 
cold” takes possession of its victim 
is the elaborately illustrated and well- 
prepared dissertation in the October 
number of Fortune. 

The author takes up the various 
methods to cure this almost universal 
complaint and tells not only how the 
most accomplished scientists have gone 
at the matter but pictures also grand- 
ma’s idea of the hot mustard foot 
bath although nothing is said about 
the messy goose-grease and asafetida 
applications. 

With refreshing candor it is shown 
that the experience of both the high- 
brow laboratories and the patent med- 
icines factories confirms the opinion 
that a cold from the beginning to 
the end will last for fourteen days 
whether you treat it or not. 

Comfort is given the sufferer, or 
prospective sufferer who is inclined to 
colds, when the advice is given that 
if a person will go straight to bed 
when assailed by the first touch of 
sniffles he can, by the application of 
various remedies, greatly lessen the 
unpleasant stuffed-up feeling, the 
headaches, and general misery, and in 
the ordinary course of events be up 
and around again inside of three 
days, comparatively well, and not in 
an infectious state to give a cold 


easily to his associates. It is pointed 
out that office managers in large con- 
cerns have learned to regard it as 
the best policy to send home any of 
the personnel who seems to be com- 
ing down with a cold. This method 
combined with a suggestion to every- 
body in the working force that cer- 
tain diets are desirable during the 
cold season has diminished the sick- 
ness rate in different large offices by 
a considerable percentage. The 
months from January on through 
March should be watched carefully 
because pneumonia is prone to de- 
velop in the late Winter and early 
Spring. 

Those who may be interested in the 
commercial aspects of colds will, per- 
haps, feel a touch of envy when they 
have brought to their attention the 
millions of dollars which are spent 
annually for cough syrups, cough 
drops, ointments, quinine prepara- 
tions and a large family of other re- 
lated nostrums, some of which do 
have an alleviating influence, but 
probably none do anything substantial 
in reducing the fortnight of malaise 
which a cold engenders. 


College Research on A STUDY 
Incompetent Drivers made by 
Doctor A. 


R. Lauer of the Iowa State College 
and reported in the National Safety 
News leads him to the conclusion 
that if drivers were investigated 
along scientific lines 60 to 80 per 
cent of the accidents could be pre- 
vented. 

Dr. Lauer devised a car in which 
the performance of drivers investi- 
gated were scored. Driving tests 


more complicated than those under 
license law requirements were used. 
Tests as to mental habits, person- 
ality, drug habits, vision and hear- 
ing were given. It was found that 
of those drivers with bad accident 
records many were paranoiacs and 
many others were what is common- 
ly known as hot-headed. The ex- 
tremely youthful group, and the old 
man with high blood pressure were 
found accident prone. Mental rat- 
ing was found to be a factor. 


IN connec- 
tion with 
National 
Fire Prevention Week, which began 
October 9th, Secretary of Agriculture 
Arthur M. Hyde, recommended the 
development of a nation-wide sys- 
tem of farm fire prevention. The ulti- 
mate objective, Secretary Hyde said, 
is a farm department for every rural 
community, with an adequate system 
of alarms and an adequate water sup- 
ply to reduce the annual loss of 
$100,000,000 of property and 3,500 
lives in farm fires. 


Secretary Hyde Urges 
Farm Fire Protection 


ACCORD- 
ING to the 
report of the 
membership committee, read at the 
Philadelphia Convention of the Na- 
tional Association of Insurance 
Agents, the membership has declined 
1218 during the last year. The five 
year development program, started on 
September 1, 1927, concluded this 
year, but the results were far below 
the objective which had been set at 
the start of the program. 


The Statistician THE October 6th 
Bobs up Again issue of the Spec- 

tator lists the 
underwriting and investment profit 
and losses of 100 leading stock fire 
insurance companies during the 
past ten years. For the combined 


Agents’ Association 
Has Fewer Members 
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100 companies there was an under- 
writing profit during the 10-year 
period of $79,540,594.00, made from 
an underwriting income of $7,141,- 
392,178.00. This represents an 
underwriting profit of 1.1 per cent. 
It should be kept in mind that the 
favorable underwriting results of 
1931 raised the total considerably 
and for the ten-year period ending 
1930 the underwriting profit was 
only 49/100 of one per cent. In- 
vestment earnings for the decade 
ending January 1, 1932, amounted 
to $606,221,352.00, undoubtedly a 
fair return, but over $100,000,000 
less than was earned during the 
decade ending January 1, 1931, 
when the total was $735,653,833. 


In 1922-32 decade the stock com- 
panies paid out $392,050,252 in di- 
vidends to their stockholders. This 
was 5.5 per cent of their underwrit- 
ing income and over $300,000,000 
more than their underwriting profit. 


IN an ad- 
dress de- 
livered be- 
fore the National Association of 
Insurance Agents in Philadelphia 
George S. Van Schaick, Superintend- 
ent of Insurance for the State of 
New York, recommended the adop- 
tion of average values for securities 
held by insurance companies in boom 
times as well as in times of depres- 
sion. After explaining the standards 
of valuation adopted by the National 
Convention of Insurance Commis- 
sioners, Mr. Van Schaick stated that 
the use of average values has not been 
resorted to when exchange prices 
were too high, although, he declared, 
the daily stock exhange quotation as 
a standard of valuation “may be as 
erratic on the high side as on the 
low.” 


Forms Ready for New ACCORD- 


Recommends Average 
Values for Securities 


Fire Classification ING to 
in Wisconsin Harry J. 

Mortensen, 
Insurance Commissioner, new 


classification forms for fire insur- 
ance rating in Wisconsin are in 
print. The revised plan will group 
all risks into five general classes 
based on related adherence to de- 
grees of combustibility as referred 
to in the rating schedule, except 
public buildings, dwellings, sea- 
sonal risks, farm property, sprink- 
ler risks and miscellaneous risks 
not otherwise classified. 


Included are all occupancies as 
shown in the rating schedule filed 
with the Wisconsin Insurance De- 
partment and used in making fire 
insurance rates in the state. 
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The plan becomes effective Janu- 
ary Ist. 


New Jersey Com- 
pensation Rates 


Left Unchanged 


THE present 
general level 
of workmen’s 
compensation 
rates in New Jersey will remain in 
force until June 30, 1933, according 
to a statement by A. R. Lawrence, 
chairman of the Compensation Rat- 
ing and Inspection Bureau of New 
Jersey. In his circular Mr. Law- 
rence records that a special call was 
made upon all companies for a re- 
port of New Jersey premiums and 
losses by policy year brought down 
to June 30, 1932. After checking 
and analysing the reports which 
were submitted, in accordance with 
the rating procedure of the bureau, 
the governing committee voted to 
continue the present general level 
of rates until the next normal anni- 
versary date of review. 


Railroad Survey A NON-PARTI- 
Group Has In- SAN survey of 
surance Backing the _ transporta- 

tion situation in 
America is being made by a com- 
mittee composed of some of the 
most prominent men in American 
public life. The chairman will be 
former President Calvin Coolidge 
and the other members include 
former Governor Alfred E. Smith, 
Bernard M. Baruch, New York 
financier, Clark Howell, Editor of 
the Atlantic Constitution, and 
Alexander Legge former Chairman 
of the Federal Land Board. 

A staff of technical experts will 
be organized, it is understood, to 
conduct a thorough probe into all 
phases of the situation and report 
its findings to the committee for 
consideration. The data, thus ob- 
tained, will form the basis of the 
commission’s recommendations, no 
single form of transportation being 
favored at the expense of others. 
The investigation is being spon- 
sored by a group of life insurance 
companies, a group of fire insur- 
ance companies and such other 
avencies as the National Associa- 
tion of Mutual Savings Banks, The 
Investment Bankers Association of 
America, the Railroad Business As- 
sociation and a number of promi- 
nent universities. 


Casualty Agents 


THE report of 
Don't Like 


the Executive 


Graduated Rates Committee of 
the National 


Association of Casualty Insurance 
Agents condemns the 1214% re- 
duction in rates to insured with 
large volume and recommends in 
its place the so-called retrospective 





rating plan and the work-hour 
method of fixing the premium. The 
report presents an entirely new 
method of handling the compensa- 
tion business which it feels to be 
far superior to that now in use. 


Rates on Dwellings THE Missis- 
Raised in Miss. sippi State 
Rating Bu- 


reau and the State Insurance Com- 
mission have announced increases 
of from 10 to 53% in fire insurance 
rates on all dwellings and school 
buildings in Mississippi towns and 
cities with the exception of Jack- 
son. The order also provided for 
the transfer of 225 towns, formerly 
in tenth class and receiving a basis 
of 75c per $100, to country class 
with a rate of $1.40 per $100. 

Over a five-year period ending 
December 31, 1930, premiums re- 
ceived on unprotected (other than 
farm) dwellings totalled $2,088,445 
while losses paid on this type of 
property were $2,719,864, or a loss 
ratio for the period of 130.23%. In- 
cluding the expenses incurred in 
writing the business the loss went 
to 175%, according to Lloyd T. 
Wheeler, Manager of the rating 
bureau. 

“On protected dwellings for the 
five-year period the companies have 
paid out $131.58 for each $100 re- 
ceived,” Mr. Wheeler said. 


Raise Rateson FOLLOWING 
Pacific Coast recommendations 


of the Rates and 
Rules Committee, the members of the 
Pacific Board of Fire Underwriters 
have unanimously approved the pro- 
posed ten percent increase in rates 
on unprotected property in California, 
Montana, and Nevada, exclusive of 
churches, public property, educational 
institutions, hospitals, jails or farm 
property. The requirement of a va- 
cancy or non-occupancy charge on all 
unprotected dwellings other than sea- 
sonal also is approved by Board 
members. 

Companies operating in Washing- 
ton adopted a program in line with 
the recommendations made by the 
Washington Advisory Committee 
which calls for withdrawal of all rate 
deviations, adoption of a new term 
rule and plan for rerating the entire 
state of Washington under the 
Woolley schedule. The new term rule 
will be based on 2% annual premiums 
for three years with 20% reductions 
in annual rates. 


Van Schaick HON. GEORGE 
Rules on S.VAN SCHAICK, 
Marine Superintendent of 
Underwriting Insurance of New 


York, has finally 
released a long-awaited ruling 











‘on the powers of marine insurance 
companies to write certain classes 
of insurance. It permits the marine 
companies a free hand in affording 
insurance on imports and exports 
as long as the subject matter of 
the insurance maintains its char- 
acter as such. With regard to do- 
mestic shipments, marine com- 
panies are permitted to insure mer- 
chandise for not more than thirty 
days after arrival at the consignee’s 
premises in the case of goods on 
consignment and for like period at 
premises not under the control of 
the assured where merchandise is 
shipped not on consignment. In 
regard to personal property floater 
risks the marine companies are pro- 
hibited from extending tourist 
floater policies to include hazards 
in the permanent residence of the 
assured. The ruling also makes 
impossible the issuance of any such 
personal property floater, covering 
all property everywhere, as was is- 
sued by a few companies last year. 
Profit Ratios of Big THE passion 
and Little Business of many peo- 

ple to regard 
mere size as something to be set up 
as an idol of achievement comes in 
for deflation in an article by Marsh 
K. Powers in a recent number of the 
Atlantic Monthly. In the first place 
it is pointed out that much of the 
distress of American business is 
caused by the fact that its profits are 
derived from the “final twenty per 
cent of sales.” 

There is a good deal of meat for 
thoughtful digestion in the follow- 
ing quoted paragraph: “It might 
seem logical to assume that a busi- 
ness concern that can make fifty 
thousand dollars on five hundred 
thousand dollars of volume will pro- 
duce forty thousand dollars profit 
when its sales slide down to four 
hundred thousand dollars, and thirty 
thousand dollars on three hundred 
thousand dollars volume. lew busi- 
ness concerns however, prove able to 
approximate such a ratio. When that 
topmost twenty per cent of sales dis- 
appears, so do the bulk of profits.” 

There is a story told in this same 
article of a great grandfather in 
Europe who had founded a business 
and by the time he was sixty had 


made a fortune whereupon he gave: 


the factory to his son, who at fifty had 
accumulated his fortune and passed 
along the business to his own boy. 
This son reached a retiring compe- 
tence at forty-eight and promptly quit 
the business to enjoy life. The present 
owner of the factory was approached 
by several Americans who advised 
him as to ways and means of doubling 
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his sales and probably tripling his 
profits. But the European business 
man declined to consider the project 
with the question: “Why should I 
change the procedure? Why gamble 
my present generous income on a 
speculative future that will depend 
on doubling my sales and then main- 
taining the increase? Why risk it?” 

This, of course, has not been the 
American way particularly in the in- 
surance business of the stock variety 
where premium volume has often 
been emphasized at the expense of in- 
creasing the underwriting risk. On 
the other hand the mutuals have been 
proceeding with a growth that is 
normal and healthy and fraught with 
none of the unbusinesslike hazards 
that an excess enthusiasm for tre- 
mendous figures generates. 


A VERY in- 
teresting deci- 
sion on the 
terms of the 
automobile public liability policy 
was recently rendered by the Ore- 
gon Supreme Court in the case of 
Allegretto v. The Oregon Automo- 
bile Insurance Company. A wil- 
fully false statement had been 
made to the insurance company by 
the assured to the effect that an- 
other person was driving the car 
at the time of an accident. The in- 
jured party was unable to recover 
from the insured and brought suit 
against the company under the 
policy provision subrogating him 
to the rights of the assured against 
the insurance company when the 
assured fails to pay any judgment 
recovered against him. The breach 
of the policy conditions by the in- 
sured in this case was held material 
and accordingly the injured party, 
who has only the right of the in- 
sured, was denied recovery. 

The fact that the attorney of the 
insurer had agreed to continue the 
defense of the assured in the action 
brought by the injured party was 
held not to be a waiver of the in- 
surer’s rights, because the attorney 
had expressly stated that the com- 
pany denied liability and conducted 
the defense upon that basis. 


John R. Freeman JOHN R. 
Passes Away FREEMAN, 

President of 
the Manufacturers’ Group of Mu- 
tual Fire Insurance Companies, 
and internationally known for his 
engineering skill, died at his home 
in Providence on October 7th after 
an illness of only two days. He is 
survived by his widow and four 
sons, Clark Freeman, Hovey T. 
Freeman, John R. Freeman, Jr., 


Court Protects 
Company Against 
False Statement 
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and Everett Freeman, and a daugh- 
ter, Miss Elizabeth C. Freeman. 


Mr. Freeman was born July 27th, 
1855 in West Bridgeton, Maine. In 
1876 he was graduated from the 
Massachusetts’ Institute of Tech- 
nology, and after entering the field 
of hydro-electric developments he’ 
subsequently established his own 
office in Boston. 


He was most widely known for 
his work in fire protection engin- 
eering and mill construction. In 
addition to being head of six fire 
insurance companies of the Asso- 
ciated Factory Mutual Group, he 
made extensive studies of shock- 
proof construction against earth- 
quakes and took an active interest 
in aviation. 

Mr. Freeman was claimed as a 
member by practically every engin- 
eering society in the country. His 
engineering achievements alone, 
which President Hoover in a letter 
to a testimonial dinner to Mr. Free- 
man last April, said marked him as 
“America’s foremost engineer” in- 
cluded consultation work for the 
Chinese government in the Grand 
Canal project, the survey for the 
Greater New York Water Supply 
Svstem, service as consulting en- 
gineer for the Isthmian Canal 
Locks and Dams, water power de- 
velopment of the St. Lawrence 
River, and many other enterprises. 

One of the foremost figures in 
the Associated Factory Mutual 
Group, Mr. Freeman had a myriad 
of friends among fire insurance men 
generally, and his loss will be felt 
in a wide range of business and 
technical circles. 

Succeeding his father as President 
of the Manufacturers Group is Hovey 
T. Freeman who for a number of 
years has been Vice-President and of 
late has handled much of the executive 
work of the companies. 


THE final 
1933 premium 
rates for com- 
pulsory automobile liability insur- 
ance have been promulgated by the 
State Insurance Commissioner, Mer- 
ton L. Brown. They provide an aver- 
age decrease in charges of 3% 
throughout the state and contain no 
change in importance from the tenta- 
tive schedule proposed by the Com- 
missioner September Ist except in the 
premium for commercial trailers 
which will next year pay a charge of 
50% of that for the truck to which 
they are attached. 


Approve Massachu- 
setts Auto Rates 
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Photo by Baker Art Gallery, Columbus, Ohio, from which concern prints may be purchased’ 


Mutual Delegates on the Steps of the State House at Columbus. 


(See Remainder of Group on Next Page) 


Success Marks Mutual Convention 


1932 Meeting at Columbus Ohio Largely Attended by Delegates 
From All Sections of Country and Notable for Enthusiasm 


66 OTHING succeeds like suc- 
N cess,’ and this is notably a 
proper introduction for a 

report of the 1932 Convention of the 
National Association of Mutual In- 
surance Companies and the Federa- 
tion of Mutual Fire Insurance Com- 
panies held in Columbus, Ohio from 
September 26th to 29th. As an ex- 
ample of getting down to business and 
making the most of opportunities 
presented, the big mutual gathering 
of this year will stand as a model of 
how meetings should be conducted. 


More than five hundred were reg- 
istered, drawn literally from a terri- 
tory extending from Maine to Cali- 
fornia by the attraction of the occa- 
sion, and the interest in the Con- 
vention proceedings was of that con- 
centrated kind which means that dele- 
gates realized more than ever the ad- 
vantage of giving serious considera- 
tion to the problems which were up 
for solution. 


Of especial note was the almost 
100% attendance at the joint meet- 
ings of the Association 4nd the Fed- 
eration on Monday and Tuesday eve- 
nings and at the banquet the follow- 
ing night. Excerpts from the speeches 
delivered on these occasions will be 
found at the conclusion of this article. 
The first general session was ad- 
dressed by Honorable Charles T. 
Warner, Insurance Commissioner of 
Ohio, James S. Kemper, President 
of the National Association, and Mr. 
E. L. Marshall, representing Honor- 
able Arthur M. Hyde, Secretary, 
United States Department of Agri- 
culture. 

OAS 

HE second joint session was in 

charge of mutual advertising 
managers who were regaled with the 
humor and educated by the business 
philosophy of Thomas H. Beck, Pres- 
ident of Collier’s Magazine, and John 
B. Kennedy, the “voice” of Collier’s 
radio hour. 


The annual banquet, beginning 
with an abundant feast amid a profu- 
sion of flowers and music and the 
pleasure of conversation between dele- 
gates and their wives and daughters 
seated advantageously at the tables to 
promote reminiscence and new ac- 
quaintanceships to the widest possi- 
ble extent, progressed through the 
evening as a fine spectacle of mutual 
comradeship. 


Presided over by President Kem- 
per, the banquet program bubbled with 
zest as every feature was presented. 
Honorable George White, Governor 
of Ohio, gave an address full of sub- 
stantial thought and Merle Thorpe, 
Editor of Nation’s Business, made 
the theme of the depression a humor- 
ous and heartening contribution to 
the forward-looking enthusiasm 
which marked the entire Convention. 

Probably the most serious discus- 


sion of the week was that of Honor- 
able Carrington T. Marshall, Chief 











Justice of the Ohio Supreme Court, 
‘who spoke on Thursday morning, 
having as his subject, George Wash- 
ington. This expertly worked out and 
excellently delivered address stressed 
the need for more constructive 
thought in this generation based on 
the example of the illustrious first 
president of the nation, and held up 
his ideals as a fine heritage which the 
people of 1932 should give active and 
reverent attention particularly during 
the bicentennial celebration of the 
birth of the Father of His Country. 
Justice Marshall’s fine oratorical 
style and the distinct literary quality 
of his speech made his appearance on 
the program one of the most worth 
while elements of the Convention. 


SOL 


S to the matters discussed in the 
various group meetings, these 

are of too wide a variety for com- 
ment on each item but the round table 
discussions, the set addresses and the 
studies of intricate technical questions 
when taken together constituted a 
university course in mutual insurance. 
Thomas G. McCracken presided at 
the Federation meeting and guided 
the sessions with experienced skill. 
Among those appearing on the pro- 
gram were Chase M. Smith, J. J. 


Fitzgerald, H. P. Magill, R. M. 








Photo by Baker Art Gallery, Columbus, Ohio 
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Rogers, O. E. Hurst, Harry Harri- 
son, F. C. Harvey, L. G. Purmort, S. 
3ruce Black, A. D. Baker, C. E. 
Twitchell, Fred A. Rye, Robert A. 
Barbour, M. D. L. Rhodes, B. Rees 
Jones, Dwight C. Rose, James S. 
Kemper, Clyde A. Mann, all of whom 
had formal papers and many who 
spoke extemporaneously from the 
floor as subjects came up for atten- 
tion. 


Mr. McCracken was _ re-elected 
President, Glen Walker, Vice-Presi- 
dent, A. V. Gruhn, Secretary-Treas- 
urer, and Alfred H. Nash, National 
Councillor. New members of the 
Governing Board are as follows: 
Frank Bishop of the Pawtucket Mu- 
tual Fire, replacing F. W. Porter of 
the Fitchburg Mutual Fire; J. J. Fitz- 
gerald of the Grain Dealers National 
replacing M. D. L. Rhodes of the 
Northwestern ; and G. A. McKinney 
of the Millers of Alton, replacing E. 
R. Howard of the Middlesex. 


The other members of the Board 
are Thomas J. McCracken, Retail 
Hardware Mutual Fire; Glen Walker, 
Millers of Texas; James S. Kemper, 
National Retailers; H. E. Stone, 


Lumber Mutual Fire, J. M. Cook, 


Mansfield Mutual Fire ; C. M. Hutchi- 
son, Millers of Harrisburg; E. J. 
Brookhart, 


National Mutual of 
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Celina; A. D. Baker, Michigan Mil- 
lers and Justin Peters of the Penn- 
sylvania Lumbermens Mutual Fire. 


President Kemper had the gavel 
for the Association sessions which 
under his leadership ran along with 
exceptional celerity and all in all were 
remarkable for the amount of business 
done. A list of the speakers would 
form a roster of the notables in the 
Association membership. Secretary 
Harry P. Cooper was in constant de- 
mand for consultations and such vet- 
erans as Harry F. Gross, Burton 
S. Flagg, Harry Harrison, Cicero 
Disher, D. Ray Higgins, Charles 
Holz, E. C. Mingenback, W. E. 
Straub, Milo A. White, O. E. Hurst, 
W. A. Rutledge and A. J. Rowe, were 
mainstays of the program. 

Harry Harrison of Worcester, 
Massachusetts, was elected President, 
Thomas G. McCracken of Minne- 
apolis Vice President and Harry P. 
Cooper was renamed Secretary. New 
directors are Charles Holtz, Buckely, 
Illinois; A. E. Anderson, Cotton- 
wood, Minnesota ; Guy C. Aeby, Lan- 
caster, Pennsylvania, and L. A. Min- 
genbach, Stevens Point, Wisconsin. 


Minneapolis was chosen as the 
meeting place for the 1932 conven- 
tion of the Federation and Associa- 
tion. 








More of Those Who Attended the Recent National Convention of the Mutuals 
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On all four days of the Conven- 
tion the Ladies’ Auxiliary devoted it- 
self assiduously to social and educa- 
tional matters with teas and recep- 
tions, business meetings, musicales, 
visits to the Governor’s mansion, the 
Ohio State University Campus, his- 
toric spots about Columbus and at 
style shows and other attractions. 


RS. AL F RE D H. NASH, the 
M President, was at the head of 
of the week’s activities in conjunc- 
tion with Mrs. C. B. Teegardin, Gen- 
eral Chairman of the Ladies Local 
Committee, and by Mrs. M. D. L. 
Rhodes, Vice President, and Mrs. E. 
J. Brookhart, Treasurer, who also 
sang a solo at the Wednesday session 
of the Auxiliary. An address of wel- 
come was made by Mrs. W. E. Benoy 





HARRY HARRISON 


Elected President of the National Associa- 
tion of Mutual Insurance Companies 


and there were readings and piano 
numbers by Miss Betty Jean Horner. 
At a luncheon at the Scioto Country 
Club, Rabbi Jacob Tarshich gave an 
inspiring address on “The Three 
Major Problems of Life.” 

Miss Josephine Cook of Mansfield 
was on the Wednesday program with 
a whistling solo and there was an 
address by R. G. MacDaniel of In- 
dianapolis. 


ADVERTISING CONFERENCE 
yey abreast of the programs 

of the National Association and 
of the Federation were the sessions 
of the Second Mutual Insurance Ad- 
vertising Conference held in connec- 
tion with the General Convention. As 
previously reported, the attention of 


J. Barnett, Vice President, 
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the delegates was centered on adver- 
tising at the meeting held on the eve- 
ning of Tuesday the 27th, sponsored 
by the Advertising Group who pre- 
sented Thomas H. Beck and John B. 
Kennedy of Collier’s Weekly. 

On Wednesday and Thursday the 
advertising managers of the various 
companies represented, together with 
numbers of executives, engaged in a 
“Mutual Insurance Advertising 
Clinic’ which operated on many 
problems with satisfactory results to 
the health of the business. Both as a 
speaker at the luncheon meeting on 
the 28th and as a rapid fire com- 
mentor at the discussions in Parlor 
A, Homer J. Buckley, President of 
Buckley, Dement & Company, and 
Director of Public Information for 
the World’s Fair in Chicago, bristled 
with ideas and did much to enhance 
the value of the conference. The 
schedule of speakers announced un- 
der the Chairmanship of M. P. 
Luthy, Assistant Vice President of 
the Lumbermens Mutual Casualty 
Company of Chicago, included D. F. 
Raihle, Director of Publicity of the 
Federal Hardware & Implement Mu- 
tuals; Raymond Westover, Advertis- 
ing Manager, Millers Mutual Fire 
Ins. Assn. of Alton; C. B. Tracewell, 
President, The Bratton Letter & 
Printing Company of Columbus; J. 
Aubrey & 
Moore, Inc. of Chicago; J. M. Eaton, 
Assistant General Manager, Ameri- 
can Mutual Alliance; Frank M. 
Davis, Publicity Manager, Utica Mu- 
tual Insurance Company, Utica, New 
York; Paul W. Purmort, Advertis- 
ing Manager, Central Manufacturers 
Mutual Insurance Company; C. S. 
Crummett, Advertising Manager, 
American Mutual Liability Insurance 
Company of Boston, Mass.; H. E. 
Whalen, Advertising Manager, Mich- 
igan Mutual Liability ‘Company of 
Detroit; P. G. Parkinson, Advertis- 
ing Manager, Hardwate Mutual Cas- 
ualty Company, Stevens Point and 
W. E. Jackson, Advertising Man- 
ager, Grain Dealers National Mutual 
Fire Insurance Company of Indian- 
apolis. Mr. Jackson had the honor 
of being selected as the Chairman of 
the third conference to be held at the 
same time as the General Mutual 
Convention in 1933. 

The comprehensive and effectively 
arranged display of mutual advertis- 
ing pamphlets, booklets and sales let- 
ters, together with mutual newspaper 
and magazine advertising specimens, 
was carefully judged by a committee 
composed of : 

Dr. H. H. Maynard, College of 
Commerce, Ohio State University ; 
T. T. Frankenberg, Counselor in Pub- 





licity; and Gansey R. Johnston, Jr., 

The Columbus Coated Fabrics Cor- 

poration. 

Cooperating organizations were: 
Advertising Club of the Columbus 
Chamber of Commerce, Delmar G. 
Starkey, secretary, and the Printing 
Arts Association of Columbus, R. 
Reid Vance, secretary. 

Blue ribbons and other awards 
were made as follows: 

SECTION No. 1—National Association 
of Mutual Insurance Companies. 
Class A—Newspaper Advertising 

First Prize—‘And so with Mutual 
Insurance” to Allied Mutual Auto 
Association, Farmers Mutual Hail 
Association, Iowa Mutual Tornado 
Association Iowa, Mill Owners 
Mutual Fire Insurance Co., Des 
Moines; Mutual Fire and Tornado 
Association, Cedar Rapids, Town 
Mutual Dwelling Insurance Co., 





THOMAS J. McCRACKEN 


Re-elected President of the Federation of 
Mutual Fire Insurance Companies. He Is 
Also Vice-President of the National 
Association 


Western Grain Dealers Mutual Fire 
Insurance Co. 

Honorable Mention—Michigan Mutual 
Windstorm Insurance Company. 
Class C—Novelty and Remembrance Ad- 

vertising 
First Prize—Farmers Mutual Hail 
Association of Iowa. 
Honorable Mention—J. R. Young & 
Company, Inc. 
Class D—Direct Mail Letters 
First Prize—Farmers Alliance Insur- 
ance Company. 
Class D—Direct Mail Printed Matter 
First Prize—Badger Mutual Fire In- 
surance Company, Milwaukee. 
Honorable Mention—Donegal & Co- 
noy Mutual Fire Insurance Co., 
Marietta, Pennsylvania. 
Class F—Institutional Printed Matter 
First Prize—Michigan Mutual Wind- 
storm Insurance Company. 


(Continued on page 16) 
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Insurance Administration As a Public Service 


Necessity of the Application of the Principles of Equity, and Common Sense 
Rules to Problems of Companies and Policyholders 


O the student of law interested 
in growth and progress there 
is no more significant develop- 
ment than that branch of jurispru- 
dence which is called equity. As 
old rules became too narrow or were 
felt to be out of harmony with the 
advance of civilization, it was seen 
that machinery was needed for their 
gradual enlargement and adaption to 
new views of society. 

The great Dutch publicist and law- 
giver Hugo Grotius defined equity 
as being “The correction of that 
wherein the law by reason of its uni- 
versality is deficient.” With clear- 
ness and simplicity Sir William 
3lackstone explained its application 
by saying in his Commentaries on 
the Laws of England “Since in laws 
all cases cannot be foreseen and ex- 
pressed, it is necessary that, when 
the general decrees of the law come 
to be applied to particular cases, 
there should be somewhere a power 
vested of defining those circum- 
stances which, had they been fore- 
seen, the legislator himself would 
have expressed.” 

The two great historic instances 
of the growth and application of this 
idea ameliorating the hardness and 
rigidity of the rules of law are the 
Praetor at Rome and the Chancellor 
in England. The story of each is in- 
spiting proof that the law with all 
its defects is a living, growing, 
changing fabric, moulded to con- 
form to advancing ideas of fairness 
and justice. 

It is interesting to observe that 
every Commissioner of Insurance is, 
from time to time in the insurance 
field, called upon to use his position 
and power to relieve the public 
against a too strict application of 
the law of contracts. The public 
service thus rendered is no inconsid- 
erable part of the justification of the 
position of insurance administrator. 

The insurance contract is complex. 
It is rarely understood or even read 
by the contracting policyholder. Cer- 
tain provisions of the policy are 
made mandatory by statute. Be- 
cause the language used is that of 
the insurer, by a well established 
rule of construction, if any doubt 
arises as to meaning, it is resolved 
against the one who chose the lan- 
guage. The benefit of the doubt is 
thus given to the assured. 


An Address 
By GEORGE S. VAN SCHAICK 


Superintendent of Insurance of the 
State of New York 


Before the National Convention of Insurance Com- 
missioners at Galveston, Texas, on October 20th 


EGRETTABLE as it may be 

and particularly in view of this 
rule of construction in cases of 
doubt, an insurance company must 
always be on the alert to protect it- 
self against unfounded claims. <A 
company should resort to every pos- 
sible means to protect itself against 
imposition. This is its privilege as 
well as its imperative duty. The eas> 
with which manufactured claims 


An insurance company has_ the 
strict legal right to enforce these 
protective provisions to the letter. 
Yet an insurance company has no 
moral right to invoke restrictions of 
a policy to reduce or defeat a reason- 
able claim. The very foundation of 
the insurance business lies in the 
payment of losses and claims that 
arise under policies. 

Nothing is more capable of under- 
mining public confidence in the in- 
stitution of insurance than irregular 
claim practices. The true spirit of 
insurance protection contemplates 
that the technical provisions of con- 
tracts are to be considered in the 








How Many Millions of Insurance Are Represented in This New York Scene? 


have at times been established to the 
satisfaction of courts and juries has 
been a drain upon companies’ finan- 
cial resources. It is eventually re- 
flected in increased rates for insur- 
ance which the general public has to 
pay. Consequently all through the 
insurance contract have come provis- 
ions to protect a company against 
fraud and imposition and thievery 
which even in modern civilization 
must be anticipated. 


highest degree of good faith. They 
were not designed to afford any com- 
pany a legal loophole through which 
to avoid the payment of legitimate 
losses. The harassed assured is not 
merely chagrined but feels a deep- 
rooted disgust and a sense of injus- 
tice when informed that, by reason 
of a certain clause or sentence in- 
conspicuously contained in the con- 
tract of insurance, there is no cover- 
age on the loss sustained. 
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HERE is a duty on the part of 

supervisory officials to the pub- 
lic and to policyholders and to the 
business generally to endeavor to re- 
lieve from, wherever possible, the 
rigid terms of contracts and prac- 
tices which while generally neces- 
sary, might work hardship and in- 
justice in individual cases. A con- 
siderable share of an insurance de- 
partment’s activities consists in try- 
ing to secure and present the facts 
to insurance companies where it is 
clear that strict enforcement of terms 
and conditions would bring hardship 
in individual cases. The various 
clauses in contracts prepared by the 
companies and by their experts, at- 
torneys and underwriters are de- 
signed to guard a company against 
imposition and to protect company 
funds from those who consider such 
funds a fair mark for their own ad- 
vantage. As a consequence it hap- 
pens that the innocent policyholder 
who knows nothing of insurance 
contracts, who is not familiar with 
those he has and if he were would 
not be able to understand their tech- 
nical operation becomes a victim of 
misunderstood technicalities. It be- 
hooves insurance departments every- 
where to use their best efforts in 
such cases to so marshall the facts as 
to convince insurance company man- 
agement that equity should prevail. 


There has thus grown up certain 
standards of conduct expected of 
companies engaged in furthering the 
social institution of insurance which 
by common consent have become the 
accepted practice of responsible com- 
panies. No comprehensive enumer- 
ation is now attempted. As illustra- 
tive of such standards reference is 
made to a few common instances. 


No responsible company will keep 
silent about claims where the claim- 
ant is in ignorance or resides in for- 
eign lands. The tragedy of the poor 
who are handicapped by an unfamil- 
iarity with language and customs of 
new surroundings is one well known 
to social workers everywhere. It is 
only just to insurance to say that 
reprehensible action along such lines 
rarely occurs. When it does it can 
be attributed to the callousness of 
some overzealous claim agent whose 
action the insurance company will in 
most instances promptly repudiate 
when it comes to light. 


The cutting and shaving down of 
claims without right or without con- 
science is universally condemned. In 
some cases a company should lean 
backward instead of forward par- 
ticularly when dealing with a widow 
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or beneficiary of the breadwinner 
who was the assured. There is con- 
stant need for sympathetic accord 
with the social concept of insurance. 

Dilatory tactics or high pressure 
methods as means of forcing settle- 
ments at reduced or unfair bases are 
likewise condemned by all responsi- 
ble underwriters. No high grade 
company will endeavor to scale down 
settlements by negotiations of a 
haggling and bargaining nature. No 
unfair advantage should be taken of 
imperative and immediate need. It is 
then that the unfortunate are en- 
titled to especial care and protection. 


QOD 


HERE should be a fair disclo- 

sure of the existence of policies 
and of undisputed evidence with- 
in the knowledge of a company. 
A company and its policyholder 
do not stand on ‘an equal foot- 
ing. A company has_ superior 
facilities for investigation and 
the ascertainment of facts. It is 
the truth of the matter which is 
sought when facts seem to be in 
dispute. A claim; that is just should 
be willingly paid regardless of 
whether the claimant is in posses- 
sion of legal proofs, where the com- 
pany is satisfied that the claim is 
well founded. Restrictive features 
of a policy should never be invoked 
to defeat a just claim. Protecting 
oneself from imposition and fraud 
is a very different thing from using 
clauses inserted in contracts for 
that purpose as a means to impose 
upon and defraud those who have 
contracted with it. One of the great 
insurance supervisors, former Su- 
perintendent William H. Hotchkiss 
of New York, years ago called to 
the attention of this Convention 
that protective clauses in insurance 
contracts are similar to extreme 
penalties in the Criminal Law. 
Each has its proper function in 
unusual and appropriate cases. To 
use them generally and indiscrimi- 
nately is to frustrate the very rea- 
son for their adoption. 

Responsible companies make 
prompt and full payment of their 
contract obligations. They reject 
claims only for good and sufficient 
reasons in closely disputed cases. 
Where general doubt exists a mu- 
tually advantageous avoidance of 
the expense and delay of litigation 
is sought through a fair compro- 
mise. 

A company which stands on its 
strict legal rights with respect to 
time within which notice should 
have been given unjustly cuts off 
meritorious claims where it has 





been unprejudiced by the failure to 
give timely notice. No company 
wishing the respect of its competi- 
tors or the public will bar just 
claims by highly technical defenses. 

Through the Complaint Bureaus 
of the respective Insurance Depart- 
ments and members of the staff 
charged with similar duties there is 
constantly being taken up ques- 
tions involving the foregoing and 
similar standards. It is to the great 
credit of the institution of insur- 
ance that it is almost universally 
true that a company will not insist 
upon its strict legal rights if there 
is a moral obligation to forego 
them. Not only carrying out the 
fundamental concept of insurance 
but wishing the decent respect of 
one’s associates leads insurers to 
act fairly. In representing the pub- 
lic by laying individual cases be- 
fore companies under his jurisdic- 
tion a Commissioner of Insurance 
performs a public service of no 
small magnitude. 

QOo> 

N New York the activities of the 

Department along this line of 
public service are exercised through 
the Complaint Bureau. Since the 
organization of this Bureau in 1912 
there has been a vast improvement 
in the relationship between the in- 
suring public and the companies. 
The analogy between the develop- 
ment of equity as administered by 
the Chancellor and a Complaint 
3ureau carried on by a Commis- 
sioner of Insurance is not at all 
close. The Commissioner of Insur- 
ance has behind him not a legisla- 
tive mandate but the force of pub- 
lic opinion. The custom has per- 
sisted so long and is so universal 
that in time it may become a part 
of the legal fabric. In the meantime 
the opportunity for public service 
on the part of a Commissioner of 
Insurance has not only been pre- 
sented but has been cheerfully ac- 
cepted. 

The Complaint Bureau is the 
common avenue of approach to the 
Insurance Department. Not only 
does it handle complaints against 
companies and assist as mediator 
from time to time but there are en- 
tertained complaints against brok- 
ers, agents and adjusters as well. 
It also furnishes insurance informa- 
tion generally. During 1931 the 
New York Complaint Bureau in- 
vestigated 2105 cases and as a re- 
sult thereof 202 agents licenses, 28 
brokers licenses and 3 public ad- 
justers licenses were revoked. In 
other cases warnings were given. 
Many disputes as to claims were 
adjusted. 











The work of a Complaint Bureau 
is not the only means by which an 
insurance administrator performs 
a public service. Every activity of 
an Insurance Department has to do 
with some form of public service. 
Every policyholder has a direct 
and continuing interest in the finan- 
cial condition of the company with 
which he deals. The vast army of 
people which contributes to the ac- 
cumulated wealth held by insur- 
ance companies in trust for the un- 
fortunates who suffer loss looks to 
the insurance supervisors to safe- 
guard those funds in the event its 
confidence in the integrity and 
ability of company officials has 
been misplaced. In fact the people 
all too frequently know nothing 
about the custodians of those funds 
other than that they are answerable 
to state authority. It is sometimes 
said that it is the duty of an ad- 
ministrative official to administer 
the law as he finds it and that the 
responsibility for changes therein 
lies with the legislative branch of 
government. Supervisors of insur- 
ance however can best see the er- 
rors and weaknesses in the statutes 
which are administered. In dis- 
charge of the obligation to public 
service it is necessary to urge in no 
uncertain terms the enactment of 
legislation designed’ to accomplish 
those ends which will best serve 
the public need. 


OSS 


E Bee influence which a Depart- 
ment of Insurance has upon 
management of a company consti- 
tutes another phase of the same 
subject. Members of the Bar are 
often said to have “the ear of the 
court.” By this is meant that by 
fair and honorable dealing, by con- 
formance to high ethical standards, 
by probity and integrity, courts and 
judges trust them and rely upon 
them. In the various dealings be- 
tween insurance company and su- 
pervisory Officials the reputation of 
management is of similar import. 

In insurance supervision there 
must be strict compliance with the 
requirements both statutory and 
otherwise as to examinations, re- 
ports and various other actions and 
activities of companies. Always 
however the administration of law 
should be combined with common 
sense. Where a discretion exists it 
should be intelligently and sanely 
exercised. The exercise of discre- 
tion is often controlled by con- 
fidence. The greatest asset of any 
insurance company is management. 
One of the most satisfactory phases 
of insurance supervision comes 
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from dealing with management 
that has won a department’s con- 
fidence by the way in which it has 
conducted its business and its de- 
partmental dealings. When such a 
management has shown by its past 
record that it can be implicitly re- 
lied upon, an insurance department 
will in proper cases act accordingly 
and lessen the rigidity of discre- 
tionary requirements. A record of 
achievement without indulging in 
sharp practices means more in the 
eyes of an insurance supervisor 
than underwriting profits. 








PART THREE OF 


“HOW LIFE 
INSURANCE 
GREW UP” 


Will Appear In Our Next 
Number 


The postponement of this series is 
occasioned by the availability of sev- 
eral outstanding addresses, made at 
the meeting of the National Conven- 
tion of Insurance Commissioners, 
which have an important and timely 
bearing on current problems. See 
these addresses printed on various 


pages of this issue. 




















There is no office within the 
State that affords greater oppor- 
tunity for public service than that 
of insurance supervisor. Every 
phase of civilized life, every class 
of person and every type of busi- 
ness comes in contact in some de- 
gree with insurance. Each activity 
of an insurance department is di- 
rected toward some form or other 
of the public interest. Whether it 
be by inducing managements to 
fulfill moral and equitable respon- 
sibility to policyholders or the pro- 
tection of company funds or the 
ascertainment of facts as to 
solvency and _ responsibility or 
whether it be in the regulation 
of rates for insurance so as to 
keep them adequate for solvency 
yet also reasonable and non-discrimi- 
natory, the activities of the admin- 
istrator are constantly directed to- 
ward the advancement of the public 
welfare. Hand in hand with every 
other activity it is the duty as su- 
pervisory official to inform and 
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educate the public so that at least 
the fundamentals of present insur- 
ance problems become known and 
appreciated by the policyholder or 
beneficiary. 
sO 

HE thousands of persons who 

consult the State Insurance 
Departments of this country for 
advice, counsel or information, or 
who appeal from oppressive condi- 
tions still to be found in the busi- 
ness, give evidence of the oppor- 
tunity for service. The manner in 
which these various problems and 
appeals are met means much to the 
future of insurance. The attitude 
of departments and the results ob- 
tained may answer the question as 
to whether insurance will continue 
to be sought as the great alleviator 
of human misfortune. 

It is by means of insurance con- 
tracts that men lessen the severity 
of unforeseen and unexpected losses 
by the small sacrifices of others. 
The depression has brought out the 
fact that these basic principles of 
insurance deserve a much more ex- 
tended application. Insurance 
teaches a lesson which ought to 
help in solving present social and 
economic problems. No element of 
our civilization is better equipped 
to meet forces of destruction and 
revolution than those trained in the 
principle of small sacrifices to help 
carry otherwise unbearable bur- 
dens. 

It will be a service of unusual 
magnitude if the Insurance Com- 
missioners of the United States can 
register in the minds of citizens 
everywhere that here is a principle 
that may well be developed and ex- 
tended throughout the industrial 
and economic life of the nation. 


Commissioners Elect 
Officers at Convention 


At the recent annual meeting of the 
National Convention of Insurance 
Commissioners W. A. Tarver of 
Texas was chosen President; Gar- 
field W. Brown of Minnesota, First 
Vice-President; Dan C. Boney of 
North Carolina, Second Vice-Presi- 
dent and Jess G. Read of Oklahoma, 
Secretary. 

The Executive Committee is com- 
posed of J. B. Thompson of Missouri, 
Chairman and R. C. Clark of Ver- 
mont, A. D. Dulaney of Arkansas, 
H. O. Fishback of Washington State, 
J. C. Kidd of Indiana, S. A. Olsness 
of No. Dakota, Theo. Thulemeyer of 
Wyoming and George G. Van Schaick 
of New York as members. A meeting 
of this Committee will be held in 
New York on December 7th and 8th. 
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Compensation Rate Making 
and Public Confidence 


F insurance is to serve the public to the best advan- 

tage, it must have full public confidence. Its methods 

must be above suspicion in every particular—from 
the initial solicitation of the policyholder on through all 
of the routine of classification, rate making, servicing of 
the risk, adjusting, and the payment of losses; and in no 
phase of the business is public confidence more necessary 
than in the process which has to do with the cost of 
coverage. Insurance is not merchandise; yet, it must 
give its purchasers sound and honest value for every 
dollar expended. Anything which leaves an indication of 
unethical advantage is detrimental to the business. 

This is particularly true in connection with work- 
men’s compensation insurance which is practically com- 
pulsory as far as the employer of labor is concerned. 
Most of the laws provide for some sort of rate regula- 
tion while at the same time setting forth that rates shall 
be fair, reasonable and adequate and that classification of 
risks for rate making purposes always shall be in accord 
with the kind and degree of hazard. While it is important 
in connection with every line of insurance that rates 
shall be adequate, this is especially true in the compensa- 
tion field because of the very nature of the business. It 
is imperative, therefore, that the service organizations 
(the companies) writing this class of coverage do so at 
the lowest possible cost consistent with good service and 
that the rates, insofar as humanly possible, correctly meas- 
ure the hazard of the risk assumed. Discriminatory prac- 
tices should be abandoned absolutely. Rate-cutting should 
be eliminated and rate-making organizations should care- 
fully avoid the promulgation of any plan founded on any 
other basis than sound actuarial principles. This is fun- 
damental in order to guarantee that resulting rates may 
not give an undue competitive advantage to one assured 
over another; for compensation insurance is an import- 
ant item of manufacturing or operating cost to employers 
of labor who are compelled by the law of the state to 
carry this particular form of protection. 


¥ ¥ y 





T has generally been the practice to base compensa- 
tion rates on actual experience indications, not of 
any particular group or groups of companies, but upon 
figures gathered from the business as a whole. As a 


g, 
period of time had satisfied itself that workmen’s com- 
pensation insurance was deserving of a large measure of 
trust, and in most states necessary rate revisions were 


result, generally speaking, the business world for some 


accepted both by the public and the authorities (even 
though the filings represented increases needed) because 
of a well-founded confidence that rates were predicated 
on a sound and substantial foundation. 

Those interested in the future of insurance are with 
real reason more than concerned over the undermining 
of public confidence in compensation insurance rate mak- 
ing. And this is even more distressing because it has 
involved a lessening of faith in the good purposes of the 
companies—a feeling growing out of what has been 
transpiring during the last several years, and particularly 
during 1932. Under the guise of emergency conditions, 
various unsound rate making schemes have been ad- 
vanced which had their genesis, not in a true mathe- 
matical and statistical background, but in a reckless de- 
sire to secure some real or fanciful competitive advantage 
for certain groups. It has been all too obvious that such 
plans were to force upon unwilling producers of busi- 
ness a system of remuneration, through the official ac- 
tion of state authority, which certain groups of carriers 
were unable to promote by voluntary negotiations. Thus 
it was hoped that a precedent might be established for 
similar changes in connection with other lines of insur- 
ance not so closely and thoroughly regulated as com- 
pensation coverage. 

The starting point for the undermining of public con- 
fidence began with the introduction of the policy fee, 
whereby it was sought to transfer an item of six million 
dollars from twenty-five percent of the business to the 
backs of the other seventy-five percent. The plan was 
advanced on the theory that it would help out a bad 
underwriting situation. But, calculated as it was upon 
the distribution of business of the class of carriers which 
proposed it, it could not bring in an extra dollar to meet 
the unsatisfactory underwriting conditions of which 
complaint had been made. It received general disap- 
proval in the majority of rate regulated states on the 
sound ground of unfair discrimination. 

This program was followed by an unwise attempt so 
to change the structure of the National Council that in 
the end the promulgation of competitive rate making 
schemes might be more easily undertaken, the resulting 
controversy adding its part to the increasing public con- 
cern over the inviolability of compensation rate making 
methods. 

sO 

N 1931 some of this uncertainty was alleviated 

through the wise efforts of the carriers, working 
with the public authorities through the National Con- 
vention of Insurance Commissioners, to produce a rate 
making program looking toward a meeting of the un- 
usual conditions brought about by the current economic 
situation. Ultimately, through the cooperative efforts of 
all groups and all interests, a program was devised which 
merited the public confidence to such an extent that 
it was very generally approved throughout the country. 
In comparatively few states were any objections raised 
upon the part of the employers of labor who, after all, 
contribute all of the funds from which compensation 
losses and expenses are paid and reserves established. 

This year, however, a series of new attacks to obtain 
special favors began. First there was proposed the 
scheme to increase rates generally twenty-five percent. 
This was coupled with a plan for retrospective rating, 
which, if it had been adopted, would have made it possi- 
ble to grant concessions to a favored few. This scheme 
was suddenly abandoned in favor of the radical proposal 
to increase rates twenty-five percent by states, regardless 
of the experience of individual states. Following this 


(Continued on page 23) 











JouRNAL oF AMERICAN INSURANCE 


15 


Life-Lights Against a Business Background 


Acorns Beneath the Fallen Leaves 


something in which the mind 

of a practical man can find 
comforting substance. I so reflected 
the other day after a long Sunday 
afternoon walk with a friend whose 
name you might recognize if I men- 
tioned it. Several small volumes of 
verse—excellent verse I am told by 
competent judges in the domain of 
genius—have borne his name, and 
may be found on the counters of the 
booksellers. 


(yee a poet says 


He is a cheerful companion for a 
walk, and the more so since his poetic 
fancy runs to admiration of nature, 
of the things one sees when he 
rambles afar from the atrocities of 
so-called civilized life in big cities. 
He has discerning eyes for the beau- 
ties of fields and woods. and is an 
excellent interpreter of their charm. 


We had struck north from the 
edge of a suburban community, fol- 
lowing a trail my friend loved which 
evaded the holiday traffic and led us 
across meadows and through vestiges 
of former forest, still cherished by 
that primeval instinct which is too 
vigorous to be utterly vanquished in 
the human breast by the improve- 
ments of modernity. 


ISO 


S our feet struck into the wind- 

strewn leaves, and the soft rust- 
ling of their disturbance reached our 
ears, I was prompted to that com- 
mon-place utterance which autumn 
evokes from ordinary ininds. 


“T hate,” said I, “to think that 
winter is coming. The fall makes me 
sad; fills my mind with depressing 
ideas about the end of things, and 
the futility of life. Didn’t one of 
your poetic predecessors write some- 
thing like ‘the melancholy days have 
come, the saddest of the year’? Look 
at these leaves we are kicking about 
—dead, crumbling, a picture of what 
happens to our hopes and ambitions. 
Look at the bare boughs over our 
heads. That is what we will be one 
of these days—stripped of all our 
silly pride and adornments by the 
ruthless hand of time.” 

I paused so that I could mentally 
chew the bitter cud of that last line. 
I rather fancied it as a literary ex- 
pression. It was sort of poetic, I 
thought, although I feared not wholly 
original. It seemed a little reminis- 
cent of something I might have read. 


By S. J. DUNCAN-CLARK 


A cheerful whistling recalled me 
from my self-admiration. I looked 
with pained surprise upon the uplifted 
and happy countenance of my com- 
panion. It irritated me to think that 
my outburst of mournful eloquence 
had not moved him to sympathetic 
gloom. 

The concentration of my disap- 
proving gaze upon his blithe face 
caught his attention. 

“T beg your pardon,” he said, “I 
think you were saying something. 
Now what was the tenor of your 
remarks to which I was so rudely 
oblivious ?” 

“Sometimes you are a most annoy- 
ing person,” I declared. “I was say- 
ing that autumn makes me sad—dead 
leaves, bare branches and all that sort 
of thing you know. Seems to typify 
the futility of life.” 

“Oh, I am sorry, old chap,” he re- 
plied. “Amazingly inappropriate of 
me to start whistling ‘Funicule, Funi- 
cula’ in the middle of a funeral ora- 
tion. A thousand apologies: but 
really, you know, I don’t feel that 
way about it at all.” 


DoS 


E had a way of dropping into an 

English method of expression. 
He picked it up when taking a post- 
graduate course at Oxford. 

“How do you feel about it?” I 
asked glumly. 

“Well,” he said, “if you really want 
to know what caused a sense of ela- 
tion and puckered my silly lips into 
a whistle, I think I can tell you. I 
believe it was seeing all the jolly little 
acorns under these fallen leaves that 
started a cheerful train of thought. 
I was speculating on the vast grow- 
ing energy that the trees had ex- 
tracted from sunshine and soil and 
stored in the small shelled capsules. 
My lively imagination was picturing 
the forest of spreading oaks that 
might grow from them if they were 
gathered and planted, and, leaping 
over the years, it had just envisaged 
another poet and his friend happily 
pushing their way through the under- 
brush on a Sunday afternoon. All 
verv impractical, of course, although, 
as a matter of fact, there are many 
other uses besides furnishing pleasure 
to a hypothetical poet and his friend 
which that imagined forest — that 
forest latent in these acorns—might 
serve. 


“You see,” he continued, “I find 
autumn a particularly stimulating sea- 
son of the year, and not the least 
bit dispiriting. The thing that im- 
presses me is that it shouts and sings 
in its gay colors — yellow, orange, 
crimson and warm brown—a great 
triumph song of seed-bearing fruit- 
age—food for today and promise for 
tomorrow. It is the year’s splendid 
demonstration of achievement and 
persisting power, and not at all the 
melancholy thing your morbid 
thoughts have judged it.” 


At that moment we emerged from 
the woods on the edge of a highway, 
and my poet halted in ecstacy. I fol- 
lowed the indication of his pointing 
finger. Across the road a market 
gardener had set up a stall. Heaped 
upon it were pyramids of magnificent 
apples wrapped in the glowing hues 
of the rainbow which the hand of 
nature had brushed upon their sur- 
faces. Piled beside the stall were 
golden pumpkins, like so many full 
moons pilfered from the sky. 


“Tift up your heart and rejoice!” 
exclaimed the poet, striking an atti- 
tude. “There is the true interpreta- 
tion of autumn—its real meaning. It 
is the time of fulfillment, of life’s 
realization.” 


He had diverted my mind into new 
channels. TI could not resist the thrill 
that, emanated from his jubilant per- 
sonalitv. T began to think that after 
all it might be that the labors, the 
denials, the discouragements I had 
experienced would yet bear a harvest. 
T might have my autumn of realiz- 
ation, my apple pyramids and heaned 
pumpkins to enjoy and to share. The 
whole landscape took on a new aspect. 


SOAY 


A° we walked homeward I found 
myself no longer noting the 
fallen leaves in gloomy revery. I had 
paused and was stooping down when 
he called to me, “Come on, or we'll 
be late for the tea and muffins.” 


“Coming,” said I, “but I am gather- 
ing a few acorns to remind me of my 
folly and your wisdom. From now 
on I am going to look for acorns be- 
neath life’s fallen leaves.” 


“Good,” he shouted, “and don’t 
fail to plant ’em!” 
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Columbus Convention 
(Continued from page 10) 


SECTION No. 2—Federation of Mutual 
Fire Insurance Companies National 
Association of Mutual Casualty Com- 
panies National Association of Auto- 
motive Mutual Insurance Companies. 


Class A—Newspaper, Magazine and 
Trade Journal Advertising 
First Prize—Best Individual Piece 


Utica Mutual Insurance Company. 

Honorable Mention for excellence in 
typography — Lumbermen’s Mutual 
Casualty Company, Chicago. 

Honorable Mention for excellence in 
art—Central Manufacturers Mutual 
Insurance Company, Van Wert, 
Ohio. 


Class B—Company Publications 
No. 1—House Organs 

First Prize—Grain Dealers National 
Mutual Fire Insurance Company 
of Indianapolis—OUR PAPER. 

No. 3—Policyholder’s Bulletins 

First Prize—Lumbermens Mutual 
Casualty Company of Chicago— 
“Kemper Insurance.” 

Honorable Mention — Associated 
Lumber Mutuals “The Burning 
Question.” 

No. 2—Producer’s Bulletins 

First Prize—Hardware Mutual Cas- 
ualty Company—‘Make More 
Money in 1932.” 

Honorable Mention—Federal Hard- 
ware and Implement Mutuals— 
“Live Coals.” 

Honorable Mention for effective use 
of colored mimeograph—Federal 
Hardware and Implement Mu- 
tuals. 


Class C—No awards were made in this 
class due to the variety of novelties 
used and because there seemed to be 
no basis for judgment. 


Class D—Direct Mail Advertising 
No. 1—Automobile Insurance 

First Prize—Grain Dealers National 
Mutual Fire Insurance Company. 

Honorable Mention — Lumbermens 
Mutual Casualty Company of 
Chicago. 

Honorable Mention—Michigan Mu- 
tual Liability Company. 

No. 2—Compensation Insurance 

First Prize—American Mutual Lia- 
bility Insurance Co. 

Honorable Mention — Employers’ 
Mutual Liability Ins. Company 
for their Letter Series. 

No. 3—Other Casualty Lines 

First Prize—Lumbermens Mutual 
Casualty Company of Chicago. 

Honorable Mention — Hardware 
Mutual Casualty Company, Stev- 
ens Point, Wisconsin. 

Honorable Mention—American Mu- 
tual Liability Insurance Company, 
Boston. 

No. 4—Fire 

Lines 

First Prize—Northwestern Mutual 
Fire Insurance Association, 
Seattle. 

Honorable 
tailers Mutual 
pany, Chicago — “Don’t 
Blind folded.” 

Honorable Mention—Federal Hard- 
ware Implement Mutuals. 

No. 5—Sales Letters 

First Prize—Lumbermens Mutual 
Fire Insurance Company Mans- 
field, Ohio. 


Insurance and Allied 


Re- 
Insurance Com- 
Do It 


Mention—National 
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Honorable Mention—Central Man- 
ufacturers Insurance Company, 
Van Wert, Ohio. 

Honorable Mention—Grain Dealers 
National Mutual Fire Insurance 
Company, Indianapolis. 

First Prize—For best sales letters 
series — Grain Dealers National 
Mutual Fire Insurance Company, 
Indianapolis. 

No. 6—Institutional Printed Matter 

First Prize—Hardware Mutual In- 
surance Company, Stevens Point, 
Wisconsin. 

Honorable Mention—The Philadel- 
phia Contributionship. 


Class E—Loss Prevention Educational 
Material 
No. 1—Casualty 
First Prize—American Mutual Lia- 
bility Insurance Company for 
most effective poster campaign. 
Honorable Mention — Lumbermens 
Mutual Casualty Company. 
For children’s education campaign 
Honorable Mention—Michigan Mu- 
tual Company for bus driver 


campaign. 
Best Safety Bulletin 
First Prize—Employers Mutual Lia- 
bility Company Wausau, Wiscon- 
sin. 
Honorable Mention—Michigan Mu- 
tual Liability Company. 
Best Individual Piece 
First Prize—Children’s Safety Les- 
sons Booklet—Lumbermens Mu- 
tual Casualty Co., Chicago. 
Honorable Mention — Preventable 
Accidents Booklet — Lumbermens 
Mutual Casualty Co., Chicago. 
Trophies 
First Prize—Michigan Mutual Lia- 
bility Company, Detroit, Michigan 
—Most effective use of trophies 
in promotion of safety education. 
No. 2—Fire 
First Prize—Mutual Fire Preven- 
tion Bureau, Chicago 
Honorable Mention—Kemper_ In- 
surance, Chicago. 
Best Single Piece of Fire Prevention 


Material 
First Prize—Northwestern Mutual 
Fire Association — “Prevent Fire 


on Poultry Farms.” 

Class F—General Exhibits 

First Prize—Federal Hardware & Im- 
plement Mutuals. 

Honorable Mention—WMardware Mu- 
tual Casualty Company. 

Honorable Mention—Employers’ Mu- 
tual Casualty Company. 

Note: The Judges expressed approval 
of the exhibit of the Indiana Union 
Mutual Insurance Company and the 
Indiana Mutual Fire and Cyclone 
Company involving the use of spark 
screens as an aid in fire prevention. 


Golf Tournament 


The inherent good nature and 
hardy qualities of the contingent of 
golfers attending the Convention was 
put to a thorough test on Monday 
when the long-heralded tournament 
was held at the Scioto Country Club. 
Either the weather man had had a 
bad week end or some club committee 
had reduced his handicap since he 
was in such testy humor that he de- 
liberately pulled the wrong lever and 
brought down intermittent deluges 
upon the Knights of Colonel Bogey 


throughout the playing period. A 
good proportion of those who went 
out in gay array with nifty sweaters 
and plus fours, to say nothing of sport 
shoes and new caddy bags, weighted 
down with steel shafted and chro- 
mium plated clubs, took one look at 
the pelting rain drops and then sud- 
denly remembered committee meet- 
ings which it was imperative that they 
attend. These, of course, cannot be 
mentioned in the chronicle of results 
but the real heroes of the sturdy mu- 
tual cian warmed themselves with 
their own high courage, pulled their 
caps down over moist eyebrows, put 
a half dozen towels in their zipper 
compartments and proceeded to ooze 
and drip about the links. 

No one will ever know, of course, 
whether or not strokes were lost track 
of in the billowing mists which rolled 
about among sand traps and bunkers 
and bosky dells of this famous course. 
Some honest cards were kept, as is 
evidenced by the one sturdy Puritan 
who confessed to 143, and thereby 
received a prize pewter fruit dish as 
a reward for his sterling integrity, 
if not for his skill. 

It is suspected that on other and 
brighter days during the Convention 
a few, at least, of those who fore- 
sook the tournament for committee 
meetings on the day of the great 
flood, sent substitutes to the subse- 
quent committee meetings and at- 
tended to the little matter of show- 
ing what they could do on a dry 
course which had once thrilled to the 
conquering tread of Bobby Jones 
himself. 

Late on Wednesday afternoon the 
prize winning golfers and their ad- 
miring satellites gathered in an upper 
room where, amidst caviar and other 
sumptuous varieties of hors d’oeuvre, 
not the least of which was the spark- 
ling wit of Chase M. Smith, they re- 
ceived their trophies. Probably no 
other mutual golf tournament was 
ever held under such distressing 
weather conditions, nor ended with 
such a jolly spirit of good feeling. 

The list of honor is herewith duly 
appended : 

L. A. Mingenbach, winner of Blind 
Bogey, score 87, won by draw. PrizE— 
Exectric Foop MIxer. 

Low Gross, John Buxton, Score 84, 
won by draw. Prize—Cup anp ELEcTRIC 
Cock. 

Low Net, won by F. W. Purmort, Score 
84-3-81 won by draw. PrizeE—Cup AND 
Etectric HEATING Pap. 

Match Play against Par, won by A. A. 
Kruegar (Down four to Par) Prize—Cup 


AND E vectric Ever Hor Cooker. 
Second Low Net in first Flight won by 


L. P. Dendel, Score 96-7-89, PrizE— 
Pewter Ware. 
Low Gross, second Flight, won by 


George M. Gray with a 93, PrizE—ELec- 
TrIc CLOCK. 








_ Low Net, second Flight, won by E. J. 
Brookhart, Score 94-18-81, PrizE—ELec- 
tric HeatinG Pap. 

Second Low Net, second Flight, won 
by Wallie Huntington, Score 97-14-83, 
PrIzE—PEWTERWARE. 

Low Gross, third Flight, won by John 
Arnold with a 99, PrizE—ELectric CLock. 

Low Net, third Flight, won by Harry 
Gross, 99-19-80, PrizeE—ELecrric HEat- 
ING Pap. 

Second Low Net, third Flight, won by 
L. G. Purmort, 99-18-81, Prize—PerwTer- 
WARE, 

Low Gross, fourth Flight, won by Jim 
Cook with 103, Prize—Etectric CLock. 
By draw. 

Low Net, fourth Flight, won by Glen 
Walker, 103-23-80, PrizE—Exectric HEat- 
ING Pap. 

Second Low Net, fourth Flight, won by 
A. D. Baker, 103-22-81. PrizeE—PrEwrTer- 
WARE. 

Low Gross, fifth Flight, won by R. R. 
Nelson with 113, Prize—Etectric CLock. 

Low Net, fifth Flight, won by P. W. 
Purmort, 116-25-91. Prize — ELectric 
HEATING Pap. 

Second Low Net, fifth Flight, won by C. 
M. Hutchison, 119-25-94. Prize—PEwTER- 
WARE. 

Most Pars, won by H. G. Kemper by 
draw with 4. Prize—C.us Boortiks. 

Most Birdies, won by Eugene Arms by 
draw with 1. PrizeE—Crius Boortegs. 

Fewest Putts, won by Russell Davis 
with 30. Prize—Cup AND PEWTERWARE. 

High Gross, won by E. L. Poor with 
143. PrizE—PEWTERWARE. 





Excerpts from several of the most 
significant speeches made at the con- 
vention follow: 


Address of T. J. McCracken 


President of the Federation of Mutual Fire 
Insurance Companies 


E have assembled here at a very 

auspicious period. The country 
is just recovering from one of the 
greatest economic depressions which 
has ever been experienced. The war 
and its period of inflation brought to 
the insurance industry evils which 
were comparable to the evils of all 
other lines of business and from 
which we are now recuperating. 
Business came easy in 1928 and sales- 
men merely picked the fruit instead 
of cultivating the territory for new 
accounts. Large lines were written in- 
volving heavy premiums; business 
was booming; and we forsook many 
of the usual cautions in our scramble 
to take care of our rising premium 
income. 

Now, we are coming back to earth. 
We have gone to the circus; we have 
seen all of the side-shows; we have 
had the peanuts and the pink lemon- 
ade; we have had our good times. The 
new automobiles, the new homes, and 
the new clothes have been purchased 
and have been used up. The cars now 
have only a second-hand value, the 
clothes are going to the Salvation 
Army, and we are just getting over 
the attack of indigestion which fol- 
lowed our gastronomic indiscretion. 
It has taken quite a spell of illness to 
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put us back to where we were be- 


fore the feast, but we are emerging 


from this hospital of business de- 
pression with our systems purged, 
our constitutions much improved. 
We look back upon the causes 
which led to this financial disaster and 
say, “Never again.” The question is, 
would another period of prosperity 
lead us into the same dangers and 
cause us to forget our resolutions. 


We think not, because the whole pic- © 


ture of underwriting has changed. 
The whole structure of insurance, 
both stock and mutual, has under- 
gone such a transition that it is hard 
to see how we could go back to the 
old ways, which have now gone com- 
pletely out of date. Today business 
is in better hands than it has been 
since before the World War in 1914. 


a 


HE signs are unmistakable that 

the depression is over and we are 
now in a period of recovery. It is 
true that none of us can see any defi- 
nite recovery in business, but the 
forces are at work which will most 
certainly produce this rise, and while 
the return will be gradual, it is none 
the less definite. There are numerous 
signs that this is a fact. Money rates 
are now easy; the advancing markets 
to date have brought about no ex- 
pansion of cerdits. One of the most 
important developments in the past 
several weeks has been the process of 
“de-hoarding” represented by the re- 
turn of gold to this country and the 
cessation of currency hoarding. This 
results in the positions of New York 
banks and the country banks being 
materially strengthened. The steel in- 
dustry is beginning to feel the effects 
of higher prices prevailing in com- 
modity markets, particularly in the 
South, where sentiment has been 
bolstered by the rapid rise in the price 
of cotton. Sales in the automobile in- 
dustry are picking up, and one large 
producer reports that sales for Au- 
gust, which is normally the dullest of 
the summer season, exceeded July by 
a comfortable margin. This increase 
is attributed to the substantially im- 
proved sentiment all over the country 
—the gradual rebuilding of confi- 
dence—with the result that people 
able to and intending to buy new cars, 
who have been postponing purchases 
in fear of the future, are now en- 
tering the active buying lists. 

One sign of great significance to 
business is the upturn of an industry 
which touches all business through 
accounting departments. This is the 
great increase in the demand for office 
equipment. Office appliance sales of 
leading manufacturers show unsea- 
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sonable improvement in August. The 
particular significance of*this is the 
plain fact that when a company buys 
bookkeeping machines, it must have 
something to put on the books. When 
offices buy equipment, there must be 
orders to be entered and accounts to 
be posted, and all of the details of 
actual transactions to be attended to. 
There must be more life to business 
than there was two months ago. 
Bookkeeping departments do not deal 
in futures; they are dealing in to- 
day’s business. It takes increased 
sales to start business machines hum- 
ming again. Back of this improve- 
ment, there is something as concrete 
as a new hard-surfaced highway. An 
appreciable increase in typewriter 
sales, which in the past has proved a 
good index to general business con- 
ditions, causes leaders in the indus- 
try to believe that the corner has 
been turned, at least in their line. 
At last consumption is running ahead 
of production. 

The surplus material in all lines of 
merchandise which was on hand at 
the beginning of this depression has 
now been utilized and people must 
get new goods to place upon their 
shelves. This is the real turn in busi- 
ness conditions when the factories 
must start grinding again to supply 
the demand. 

QOD 

ETTING down to the insurance 

business, we feel that we have 
cleared our decks for action. Stock 
on the merchants’ shelves and _ all 
property which is insurable has 
reached its lowest point of decline 
and values are now on the upward 
turn. This is evidenced by a sharp 
falling off of the heavy cancellations 
which all insurance companies have 
experienced due to reduced stocks 
and values, and also by a turn to- 
ward increased writings which is be- 
ginning to be apparent among our 
production departments. It seems to 
me that in the face of this returning 
confidence, which is marked by the 
sure indications of increased business 
all along the line, that mutual fire in- 
surance faces a grand and glorious 
opportunity. We have come through 
the depression with very few casual- 
ties compared to the withering de- 
vastation in the ranks of the stock 
companies. Nearly every company of 
any importance in the ranks of our 
non-mutual competitors has been 
forced to reduce its capital and add 
to surplus. In divesting their port- 
folios of poor securities, large losses 
were sustained. Some of our mutual 
insurance companies have found that 
as a precautionary measure it was 
advisable to make a change in their 
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dividend policy, but this is merely 
reducing a portion of the profits to 
the policyholders and not going into 
the red and taking away all profits. 
Throughout this period, the high 
standard service and of protection 
has been maintained. 


Qa 


HAT must mutual insurance 

do, therefore, to take advan- 
tage of the present situation in which 
it finds itself? Go forward and use 
the same care in the period of re- 
construction that we have during the 
past year. We must be ever watch- 
ful of our underwriting, our invest- 
ments, and our expense of operation. 
We must proceed carefully, building 
upon the experience which we have 
had in the past and to a more per- 
manent future, so that the follies of 
1928 shall not be repeated. With the 
wonderful record to which we can 
point during this economic depres- 
sion, we are in a position to assure 
policyholders in the future of the 
rock-ribbed endurance of these great 
companies, which have not only 
passed through this last depression, 
but seventeen others, some of them 
dating back as far as the Revolution. 
During this depression, mutuals have 
made an enviable record compared to 
stock companies. Underwriting profits 
have been consistently higher, losses 
lower, expenses less, and the con- 
servative investment policy adopted 
has made unnecessary the sacrifices 
taken by stock companies with their 
more speculative holdings made up 
largely of common stocks. 


It seems to us that it is time for the 
mutuals to step out and capitalize upon 
all this achievement. One way of do- 
ing this is through judicious but 
forceful and aggressive advertising. 
In this connection, too much cannot 
be said for the strides which have 
been made in advertising mutual in- 
surance in the past ten years. A dec- 
ade ago, one heard very little or read 
very little about mutual fire insur- 
ance. Since then mutual insurance 
has made more progress than in the 
fifty years preceding. Let us continue 
then to send forth the story on the 
pages of newspapers, circulars, and 
magazines that he who runs may read 
about the benefits of this form of pro- 
tection, and know that insurance is 
not just insurance, but that there are 
several kinds, and among them we 
believe ours is the best. The romance 
in the history of mutual insurance is 
second only to that of our country 
itself. 


Have you a budget for advertis- 
ing in your company? If not, let me 
suggest that you appropriate a cer- 
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tain amount for advertising the com- 
ing year, and you will be surprised 
at the results. The exhibits of adver- 
tising which are on display at this 
convention are well worthy of your 
consideration, but we hope that you 
will not simply admire them and wish 
that you could do likewise, but that 
they will cause you to adopt a defi- 
nite advertising policy for your own 
company. If we each advertise our 
own company, wé unconsciously ad- 
vertise the great industry of mutual 
fire insurance. Mutual insurance to- 
day needs to be advertised more ag- 
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gressively, and needs more deter- 
mined publicity if it is to get what is 
rightfully due it in the next few years. 


Two years ago, the subject of loss 
adjustment was a very important one. 
Stock company controlled adjusting 
agencies instituted an embargo, re- 
fusing to adjust for’ mutual com- 
panies. To face this situation, the 
Federation built up a National Ad- 
justing Agency, issuing lists of re- 
sponsible adjusters who would han- 
dle the settlement of losses for mu- 
tual companies without question. 
Time has proved that this embargo 
by the stock companies has been a 
failure. Intended to hamper mutuals, 
it has proved to be a boomerang to 
the bureaus adopting it. Independent 
adjusters are easy to find, and even 
the non-mutual agencies are now in 
many cases slipping over the line and 
adjusting for mutual companies with- 
out much question. Let me urge upon 
each of our companies to give the 
heartiest support to those agencies 
which have been sponsored by the 
Federation to the end that we may 
remain independent of the so-called 
stock controlled adjusting agencies, 





and thereby secure more prompt, im- 
partial, and fair adjustments for our 
policyholders. 


Se 


REAT strides in the promotion 

of our common interests have 
been made through the deliberations 
of the Underwriters’ Conference. 
The opportunity of viewing the prob- 
lems of underwriting from a coopera- 
tive viewpoint is invaluable, and the 
benefit to be derived from having a 
delegate at the Underwriters’ Con- 
ference is something that should be 
appreciated by all of our members. 
If your company was not represented 
this year, make a resolution now to 
send your underwriter to the next 
meeting that he may exchange ex- 
periences with other men of his craft; 
give to others the benefit of his train- 
ing; and take away new ideas for 
his own use. 


a 


N the upturn of business which 

we are bound to enjoy within the 
next year or two, let us not forget 
the principles which we have incul- 
cated in the minds of the public dur- 
ing the past years of our experience. 
Let us proceed carefully but thor- 
oughly to the end that mutual insur- 
ance may be more widespread in the 
land, and that no man, woman, or 
child may fail to understand what 
mutual insurance really stands for. 
The depression has not been without 
value to us. It has given us time to 
meditate upon life and what it all 
means—time to philosophize generally 
and to evaluate the great possibilities 
in this business in which we are en- 
gaged. Mutual insurance companies 
of today have a great heritage from 
the staunch companies which have 
been in existence for over a hundred 
years. We should go ahead, unafraid. 
Not only has the past handed down 
to us what we believe is the most per- 
fect form of protection ; not only have 
we the machinery for operating these 
companies and the plans which have 
been time-tested and tried, but most 
important of all, we are grateful for 
the great men who have been privi- 
leged to guide the destinies of mutual 
insurance in the past. Let us take of 
their spirit to convince and encourage 
the other fellow, and by taking ad- 
vantage of the great opportunity in 
this reconstruction period, “carry on” 
in the future as we have done in the 
past. 





Further report of the Mutual Con- 
vention will be found on page 28. 

















JourRNAL OF AMERICAN INSURANCE 19 








—— ~~ 
——— 
—— 


a. 
— me 
~~ = Pe 


. 


~ 


a 





em, se” - 
The Skyline of Dallas Has An Unmistakable Metropolitan Air 


Market Value and Liquidating Value 


Being One of the Addresses Delivered Before the National Convention of 
Insurance Commissioners Recently Held In Texas 














HEN Commissioner Read, 

acting for the program com- 

mittee, requested me to pre- 
pare a paper for the Convention on a 
subject of my own choice, it occurred 
to me that no major problem before 
the Insurance Commissioners is more 
worthy of earnest consideration, re- 
search, and study than that of evalua- 
tion of insurance company assets. 


The title is suggested by the propo- 
sition that “liquidating values” as rep- 
resented by stock exchange quotations 
are never, except momentarily, “mar- 
ket values” contemplated by makers 
of the insurance statutes of our sev- 
eral states. 


In providing a legal rule to be fol- 
lowed by Insurance Companies when 
listing, in annual statements, securi- 
ties having no fixed term and interest 
rate, the two simple words “market 
value” are employed by sixteen states. 
Eleven specify “current market 
value,” six use the phrase “actual 
market value” while others call for 
“cash market value,’ “reasonable 
market value,” “not above current 
market value,” “reasonable cash mar- 
ket value” and “reasonable value de- 
termined by Commissioner.” Boiled 
down, it appears that the several state 
law-making bodies had in mind a 
common purpose, adequately covered 
by the unqualified term “market 
value.” 


BY JOHN C. KIDD 


Commissioner of Insurance for the State 
of Indiana 


The question now arises—What is 
“Market Value?” 

An Iowa Court asserts: 

“The words ‘value’ and ‘market value’ 
are often used interchangeably, and both 
as being the equivalent of ‘actual value’ 
and ‘salable value.’ Hetland v. Bilstad, 118 
N. W. 422, 423, 140 Iowa, 411.” 
3ouvier ' says that “reasonable value” 
used in a sale is equivalent to “mar- 
ket value.” He also quotes three other 
definitions. In “Words and Phrases’? 
a volume of definitions incident to 
court decisions throughout the United 
States, extensively used and con- 
sidered authority by courts and law- 
yers, we find no less than sixty sep- 
arate and distinct definitions of the 
term “Market Value.” 


A Wisconsin Court states: 

“The ‘market value’ of land is the price 
that would in all probability result from 
fair negotiation, where the seller is willing 
to sell and the buyer desires to buy. Maxon 
4 Gates, 116 N. W. 758, 765, 136 Wis. 
270.” 


A Missouri Court has ruled that : 

“The ‘market value’ of land is not the 
price it would bring at public auction and 
forced sale for cash, but such price as 
could be obtained for it from the usual 
and ordinary terms of private sale. Met- 
ropolitan St. Ry. Co. v. Walsh, 92 S. W. 
860, 868, 197 Mo. 392 (citing and approv- 
ing the definition in Missouri Pac. Ry. Co. 
v. Porter, 20 S. W. 568, 112 Mo. 369).” 


1 John Bouvier, Bouvier’s Law Dictionary, West 
Publishing Company (1914 Volume II p. 2097). 


A Kentucky Court holds that: 

“ “Market value’ means the fair value as 
between one who wants to purchase and 
one who wants to sell; not what could be 
obtained for it under peculiar circum- 
stances when a greater than its fair price 
could be obtained, nor its speculative value 
at a sale which a prudent owner would 
make if he had the power of election as to 
the time and terms. Madisonville, H. & 
E. R. Co. v. Ross, 103 S. W. 330, 126 Ky. 
138, 13 L. R. A. (N. S.) 420 (quoting and 
adopting the definition in 15 Cyc. P. 685).” 

Still another Wisconsin decision, in 
fixing damages for the destruction of 
property declares: 

“*Market Value’ is that reasonable sum 
which the property will bring on a fair 
sale when sold by a man willing, but not 
obliged, to sell, to a man willing, but not 
compelled, to buy.+ Allen v. Chicago & N. 
W. Ry. Co., 129 N. W. 1094, 1095, 145 Wis. 
263.” 

“Tn condemnation proceedings,” re- 
cites an Iowa Court, 


“the only way to arrive at the cash mar- 
ket value of the land sought to be con- 
demned is to estimate the specific identical 
land taken, by placing a value upon it; and 
this can only be done by a statement of 
facts, and by opinions and estimates of 
parties acquainted with the land. Upon 
such facts, opinions, and estimates of the 
land must the valuation be based. Wray 
v. Knoxville, L. F. & J. R. Co., 82. S. W. 
471, 473, 113 Tenn. 544.” 
Notwithstanding the painstaking 
attention numerous Courts have given 
these words, an adroit Judge in the 
state of Georgia cleverly “passed the 


buck” when he held that: 
2 Published by West Publishing Co., St. 
(Second series, 1914.) 
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“The words ‘market value’ have a plain, 
definite and well understood meaning, as 
intelligible to the jury as to the court.” 
Hence an attempt by the court to make 
them clearer by definition would tend to 
confuse rather than enlighten. Co. v. 
Mizzo, 61 S. E. 844, 847, 4 Ca. App. 407. 
Atlantic Baggage. : 
Out of this maze of legal opinion 
we are led to conclude the term “mar- 
ket value” has had no complete defini- 
tion capable of satisfactory universal 
application and that, even though it 
is a very definite thing, serving a nec- 
essary and important purpose, it prob- 
ably is not susceptible of clear defini- 
tion. Some things are like that. No 
one has ever, with finality, determined 
the exact location of the magnetic 
North Pole, nevertheless that native 
magnet of the north is an unerring 
and constant guide in navigation on 
land and sea and in the air. 

A ceramic engineer remarked the 
other day: 

“Plasticity is something we know noth- 
ing about; neither chemistry nor physical 
science can define it, but we know it exists. 
By reason of plasticity we mix, mold and 
burn our clays. Without plasticity there 
would be no clay industry, but the how 
or why of it has never been discovered.” 


OO 


N the same category comes “market 

value.” It serves a definite prac- 
tical purpose but cannot be defined 
with the finality and directness usual 
to most things of every day life. 

It is to be noted that in almost every 
instance where courts have attempted 
a definition of “market value’ the 
matter under consideration was either 
lands or merchandise. In none of the 
decisions referred to do we find an 
effort to set up a rule for the deter- 
mination of market value of securities. 
Our present problem has to do al- 
most entirely with the latter. 

INSURANCE IS A BUSINESS OF DE- 
FERRED LIABILITIES AND IN THAT 
PARTICULAR Is FUNDAMENTALLY 
DIFFERENT FROM ANY OTHER LINE 
oF COMMERCIAL ACTIVITY. 

A recent editorial in an insurance 
publication’ of general circulation 
sets out that: 

“An insurance company is a continuing 
institution which will not be forced to 
liquidate its entire resources except under 
most unusual conditions.” 

When a man buys a suit of clothes, 
delivery is sure and immediate. If 
upon payment of purchase price, de- 
livery were to be promised in one, 
three or five years thereafter, the cus- 
tomer would retain an abiding interest 
in the future solvency of that clothing 
house. However, he tucks the pack- 
age under his arm and can wander 
home devoid of care as to whether 
the merchant survives or fails on the 
following day. 


' Bests Insurance News, Alfred M. Best Company, 
Inc., Publishers. Issue of January 2, 1932, P. 516. 
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N the other hand, the tangible 
fruits of an insurance policy 
are not delivered at time of purchase, 
such delivery depending entirely upon 
the happening of a contingency. Ex- 
cepting life insurance, delivery under 
a large majority of policies issued is 
never made and the only fruit of the 
purchase is the intangible protection 
the policy affords. It follows that fu- 
ture solvency of an insurance com- 
pany is of primary importance in or- 
der that delivery may be assured 
when and if the contingency covered 
arises. 

It is this “deferred liability” feature 
that makes proper valuation of insur- 
ance company assets fundamentally 
different and extremely important. 
There is a close relationship between 
the value and company assets and the 
reserves represented thereby. 

The real purpose of an annual 
statement is to disclose the financial 
ability of a company to meet its lia- 
bilities. The liability being deferred, 
it follows that the deferred or future 
financial ability is of first importance. 

Assuming that a company has 
ample liquid assets promptly to meet 
its current liabilities, it seems to me 
that our chief concern is to determine 
the value that present assets will have 
at the time deferred or future liabili- 
ties mature. The laws require two 
things— 

(1) That assets of each company 
be valued at the close of each year ; 

(2) That such values shall be the 
“market values.” 


Now obviously, the purpose of fix- 
ing the market value is to determine 
whether the cash value, or forced sale 
value or liquidating value of securities 
owned by the companies will be suffi- 
cient fully to meet their respective lia- 
bilities at maturity. Hence, present 
market value, within the purpose of 
our several state insurance laws, must 
logically be construed as future or 
deferred liquidating value. 

Who shall appraise and determine 
the value of securities that form the 
back log of solvent insurance? In- 
surance Companies are under control 
of the states and supervision is a state 
responsibility and obligation. Insur- 
ance Departments were created to dis- 
charge that responsibility and valua- 
tion of securities is a supervisory 
function. 

When the activities of an insurance 
company are confined within the 
boundaries of its home state only one 
department is involved. When state 
lines are crossed, as companies em- 
bark on nation wide programs, the 
complexity of the situation demands 
co-extensive and co-operative activity 
by the several commissioners and su- 





perintendents of insurance, — hence 
the National Convention of Insurance 


Commissioners. 
DOD 


HAT is the National Conven- 

tion of Insurance Commis- 
sioners? It is a voluntary organiza- 
tion born of necessity, extra-legal but 
functioning with authority arising 
from responsibility. Legal recogni- 
tion by the several states is gradually 
being accorded the Insurance Com- 
missioners’ Convention. Witness, for 
illustration, the laws in some states 
requiring fire insurance companies to 
make annual reports of premium re- 
ceipts and losses “in accordance with 
the classification of hazards by the 
Actuarial Bureau of the National 
Board of Fire Underwriters as ap- 
proved by the Insurance Commis- 
sioners’ Convention.” 

It is pungently significant that dicta 
of the National Convention of In- 
surance Commissioners ; when not in 
contravention of statutory law, are 
accepted as final by companies, the 
public and state regulatory bodies. 

The record indicates that excepting 
in a few critical years when it be- 
came necessary for the Insurance 
Commissioners’ Convention to step in 
with arbitrary, aggressive action, the 
matter of valuations has been left to 
the companies themselves, when com- 
piling their respective annual state- 
ments, and that the companies have 
religiously employed for that purpose 
stock exchange or similar quotations 
as of the close of the last day of each 
calendar year. 

These values have generally been 
accepted by Insurance Departments as 
“market values” when, in fact, they 
have been “liquidating values” as of 
one arbitrarily selected day out of 
the 365 covered, and thus, frequently 
of a highly inflated character. Not 
withstanding this practice, no state, in 
any of its insurance laws provides for 
the recording of “liquidating values” 
in annual statements. 

There follows the question—What 
are liquidating values? Probably be- 
cause the term itself is so clear and 
self-explanatory, Bouvier and other 
authorities apparently have not 
deemed a definition necessary. 

We likely would all agree that the 
immediate price one can secure in cash 
for an article offered at quick sale is 
its “liquidating value”; such as the 
price that can be had any particular 
moment for listed securities at the 
exchanges. It is my belief that liqui- 
dating values thus determined rarely 
reflect the “actual value,”’ the “mar- 
ket value,” the “actual market value” 
or the “reasonable market value” con- 
templated by creators of the various 














insurance statutes. Liquidating value 
may be higher or lower than true 
“market value.” It depends largely 
upon the trend of the times, the 
urgency of the sale, and the amount 
of window dressing preceding the 
transaction. 


DSO 
A TYPICAL example of prepar- 
ing the public to absorb a 
large issue of questionable value is 
to be found in manipulations preced- 
ing the listing on stock exchanges of 
Insull Utilities Investment, Inc. in the 
early part of 1929. Some two hun- 
dred and five individuals known na- 
tionally and whose investment in any 
stock would attract numerous buyers, 
were allotted 250,000 shares at $12.00 
each. In due season the public was 
permitted to “get its feet wet” and the 
public did get its feet wet—it jumped 
in up to its speculative neck and the 
stock soared to $149. In less than 
three years receivers were in charge 
and they now report the stock value- 
less. 

The Indianapolis News * comment- 
ing editorially on that affair last 
month said “The chosen 205 were, 
of course, dealers with a public fol- 
lowing. Their opinion that the stock 
could be recommended to the people 
was necessary to create a market. 
Someone had to whip public en- 
thusiasm about the issue to such a 
fever that a strong demand would be 
created. . . . The market was created 
not by value, but by the use of stock 
for speculative purposes.” (italics 
ours ) 

It is estimated that 90% of all 
transactions at the several exchanges 
are speculative. So I submit, gentle- 
men, that when we permit the use of 
New York or other exchange values 
in determining the “market value” for 
annual statement purposes we are 
simply allowing the substitution of a 
rapidly fluctuating, unsteady, flighty, 
whimsical, speculative “liquidating 
value” for the more sedate, conserva- 
tive, steady, reliable “market value” 
contemplated by the law-makers in 
our several states as best suited to the 
type of sound and solid institutions 
Insurance Companies are supposed 
to be. 

Consistently employing stock mar- 
ket values for annual statement pur- 
poses inevitably means that in a period 
of inflation and over-developed pros- 
perity, the financial structure of many 
companies would become a mere 
shell; values that do not exist would 
appear in annual statements with state 
official approval and dividends of real 
value, that have not been earned, 
would be distributed among numer- 


ous stockholders. These same com- 
1 September 22, 1932. 
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panies would then be obliged to enter 
a succeeding period of depression and 
depletion in a famished condition, 
with a financial structure weakened in 
many cases to the point of insolvency 
and commercial liquidation. A rule 
that will not stand up through the 
rigor of winter as well as during the 
balmy days of summer is a fair 
weather rule and wholly unsuited for 
the measurement of insurance solv- 
ency. This is especially clear when 
we consider that the liabilities are 
largely deferred and that continuing 
solidity is of immeasurable import- 
ance to the public. 
oOof 


HE “old school” insurance execu- 

tive could probably be expected 
to plow back into capital structure 
the larger part of any inflated sur- 
plus, and thus provide a well padded 
cushion for trying days to follow. 
However, there have been attracted 
to the insurance business in recent 
years many speculators and _ pro- 
moters, sometimes referred to as 
financiers, who are inclined to treat 
an insurance “reserve” as an invest- 
ment trust, without much “trust,” 
rather than the “trust fund” it truly is. 


I think it is generally agreed that 
the Commissioners made a wise move 
last December when they took com- 
mand of the critical situation, aban- 
doned the unreliable system of using 
“liquidating values” as expressed by 
stock exchange quotations, and sub- 
stituted therefor an arbitrary rule for 
measurement of “market values” to 
be reported by the companies in their 
annual statements. 


The country was in a precarious sit- 
uation at that time. Banks were fail- 
ing all around us; business houses 
were closing their doors ; Europe was 
broke and bankruptcy was the order 
of the day. Insurance alone was stand- 
ing as the last line of defense against 
the ravages of chaos. “What would 
the Insurance Commissioners’ Con- 
vention do?” was the all important 
question passing from mouth to ear 
in anxious tones among the throng of 
uneasy insurance executives and press 
representatives mingling in the corri- 
dors or the convention hall, while the 
Commissioners seriously debated the 
matter behind closed doors. 

It has been observed that a situa- 
tion involving three elements naturally 
precedes an economic catastrophe, viz. 
—an extended period of speculation, a 
tense psychological condition and a 
spectacular incident from an unex- 
pected source. 

Thirty odd years ago Wichita, Kan- 
sas, was going through the excite- 
ment of a real estate boom. One 
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morning a local newspaper announced 
in bold type across the top of the 
front page “The Boom is Over” and 
values immediately tobogganed. 
Building stopped with structures half 
finished and palatial residences could 
be had for ten cents on the dollar. 

Salter, in his recent book “Re- 
covery—The Second Effort” ’* con- 
cludes that a single director of the 
Credit-Anstalt of Vienna, by asking 
for a revaluation of its assets in the 
early summer of 1931, actually started 
the financial crisis that rapidly spread 
throughout the world with the fury 
of a storm at sea, being a second phase 
of the depression beginning in 1929. 

Unfortunate action by the National 
Convention of Insurance Commis- 
sioners on that December day in New 
York would, I am convinced, have 
voided many insurance policies and 
done irreparable damage to our na- 
tional economic structure by shaking 
the foundations of the institution of 
Insurance, the last bulwark remain- 
ing to succor an already impoverished 
nation. We had recently passed 
through an extended period of specu- 
lation, a tense psychological condi- 
tion existed and an improvident move 
by the Insurance Commissioners’ 
Convention at that time would cer- 
tainly have provided the spectacular 
incident. 


oe 
ow 


T has been predicted that the next 
period of prosperity will witness 
speculative enthusiasm even more vio- 
lent than the last. Shall we, in such 
event, follow the rule of the past and 
ratify annual statements based upon 
speculative “liquidating values” fixed 
by stock market quotations, thus creat- 
ing top-heavy financial statements and 
false surpluses out of which improvi- 
dent companies may declare unearned 
dividends, or, shall we anticipate that 
situation and set up at this time a 
definite and permanent method of fix- 
ing the “market value’ of securities 
for annual statement purposes ? 


I respectfully submit, gentlemen, 
that the time has arrived for con- 
structive action in the latter direction, 
and recommend that this body in its 
convention powers take such action. 
My thought is that the Committee on 
Valuation of Securities, as now con- 
stituted, should be clothed with full 
authority to determine, establish, and 
declare “market values” at any and 
all times, and that these values should 
not necessarily be based on stock mar- 
ket quotations alone, but on the com- 
bined best judgment of the committee 
as to the real, actual, or, if you please, 
ultimate value, having in mind the 


1J. A. Salter, published by Century Publishing 
Company—1931. 
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deferred character of the liabilities 
covered. 

In all probability, the emergency of 
last December would not have arisen 
had there been an established rule to 
follow in such an exigency. The mere 
fact that an emergency existed was 
proof that previous practice had been 
faulty. The danger in applying emer- 
gency methods to matters of para- 
mount importance is the possibility of 
error. 

The purpose of this study is to find, 
if possible, a workable rule that may, 
for all time, eliminate the necessity 





of emergency action. If, after the 
following discussion, we develop a 
fixed and definite rule for companies 
to follow in the preparation of an- 
nual statements, and for the guidance 
of examiners as need arises through- 
out each calendar year, my purpose 
will have been fulfilled. On the other 
hand, should this convention decide 
that no change is necessary now, then 
it is to be hoped that the matter will 
receive your very serious considera- 
tion in the following months, and that 
perhaps later a change along the lines 
suggested herein may be adopted. 


Discussion 


OF “MARKET AND LIQUIDATING V ALUE” 
BY A. D. DULANEY 


Superintendent of Insurance for the State of Arkansas 


ment with Commissioner 
Kidd’s excellent paper on this 
subject. 

Market value, on both legal and 
common parlance, is the price at 
which one is willing to sell and 
another is willing to buy a given 
piece of property. The time and 
circumstances under which a sale 
is or must be made have much to 
do in determining the price, and 
often we think that the market 
price is fixed where one has to sell 
and another is compelled to buy. 
This is in the nature of a forced 
sale and not a true criterion. 

Knowledge or lack of knowledge of the 
thing sold will enter. We are often im- 
pressed by the apparent absence of real 
knowledge of values which determine a 
price in a depressed market and in a 
highly speculative period. = 

Market values and liquidating values 

are not always the same. Experience 
teaches us that neither may really ap- 
proach the true value. ,For the purpose 
of this discussion, we may take the posi- 
tion that liquidating value may more 
nearly approach the true actual value of 
investments held by insurance companies. 
This is true when we use liquidating value 
in the sense of the amount that may be 
ultimately realized by proper management 
and administration of securities held by 
insurance companies or by any agency 
which can carry long time investments. 
_ Statistics to most of us are uninterest- 
ing, but to say the least are often inform- 
ative and any financial discussion without 
them would be a novelty. So permit me 
to give you a few figures on the last avail- 
able information. 


ge me to express agree- 


owen 


inst, on real estate loans: On June 
30, 1931, Federal Land Banks and Joint 
Stock Land Banks had become the owner 
of farms,-through foreclosure or by deed, 
which cost one hundred and twelve million 
dollars. They also had twenty million dol- 
lars of delinquent interest. 

Their situation is certainly no better to- 
day. The disposition of this property will 


necessarily affect real estate loans and 
real estate values, especially if it is dis- 
posed of at a depressed figure. 

I use the above lending agencies simply 
as an illustration. There are many other 
lending agencies whose experience along 
this line, and the disposition of prop- 
erties acquired will affect values and loans 
in default and not in default. Most of the 
above Federal Agency loans were made on 
the amortization plan. 

It is not necessary at this time to go 
into a discussion of the causes of these 
delinquencies of the federal supported and 
supervised loan system, or the causes that 
affect real estate investments and loans of 
insurance companies or other lending 
agencies. At this time we are looking to 
values and remedies, instead of causes. It 
is important, however, to arrive at values 
and remedies, that a thorough understand- 
ing of the causes of the trouble be had in 
order that the proper remedy may be found 
and that similar conditions may not occur. 

It is important to remember that real 
estate loans and investments of insurance 
companies of the United States approxi- 
mate nine and a half billion dollars. It 
may be conservatively estimated that 
twenty per cent of these loans are in de- 
fault, especially as to interest. 

A large amount of real estate is owned 
in fee simple. Notwithstanding this con- 
dition, the diversified line of investments 
of insurance companies presents a very 
splendid picture. This diversification has 
prevented a heavier loss than would have 
otherwise occurred. All things considered 
and compared with other existing condi- 
tions, our insurance companies are in a 
strong position. 

owow> 


INCE 1928 there has been a reduction 

in total mortgage holdings of most 
lending agencies. Life insurance com- 
panies in the very last few years have 
risen to first place in these holdings. The 
holdings of commercial banks and farm 
mortgage lenders have declined. 

In 1920 life companies held approxi- 
mately 12.4% of the total farm mortgage 
debt, which increased to 22.9% in 1928. 
For the same period the combined loans 
of the Federal and Joint Stock Land 
Banks increased from 4.3% to 19.1% of 
mortgage credit. The holdings of com- 


mercial banks decreased 8% in that period. 











Insurance companies’ percentage hold- 
ing in their investment port-folios were, 
on the three dates given, approximately as 
follows: 


By the last federal census West Vir- 
ginia had the lowest farm mortgage list 
of 17.4% and North Dakota the highest 
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and naturally we preferred to follow valu- 
ations permitted by the home state of the 
foreign company. In practically all in- 
stances we did this, and this stresses the 
importance of some uniform rule in the 
matter. Where a foreign company used 
the amortization rule, we required the rule 
to be stated. 
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at 67%. 
tween. 

In 1920 West Virginia had 14.2% and 
North Dakota 71.1%. The average for 
the United States in that year was 37.2%, 
but it rose to 41.9% in 1930. 

The ratio of mortgage debt to the value 
of farms in West Virginia in 1920 was 
25.5%; in 1930, 31.2%. In North Dakota 
for the same periods it was 28.5% and 
38.1% and the average in the United States 
for the same periods was _ respectively 
29.1% and 39.6%. 

Note the steady increase of these per- 
centages. Let us consider this in connec- 
tion with agricultural conditions as they 
have existed for several years and are 
likely to exist for several more. We are 
then brought face to face with the seri- 
ousness of arriving at values upon such 
a heavy line of investments, and it makes 
no difference by what agency they are 
held. 

However, I am not unmindful of the 
fact that we faced a similar condition in 
many respects in 1907, 1914 and 1921, 
though, of course, not so world-wide. We 
know how quickly and steadily the tide 
changes, especially in real estate values. 
It always comes back, but the true value 
never returns to the equivalent of unnat- 
ural and fluctuated conditions. 

It is important that we determine in a 
definite way rules and remedies that should 
be followed for the ascertainment, preser- 
vation and appreciation of actual values. 


All other states ranged in be- 


Sa 


OMMISSIONER KIDD suggests a 

standing committee with authority to 
determine and declare market values at all 
times. It is an important and wise sug- 
gestion. Company investment portfolios 
are so large and future investment pro- 
grams in such great amounts must be out- 
lined, that it is highly important that some 
uniform plan or rules be established by 
the combined experience and knowledge of 
all interested in the business, that a safe 
course may be pursued. 

Under the law of my state, and the same 
is true of a majority of the states, an 
insurance company must transmit to the 
state supervising official, a statement of 
its condition and business each year end- 
ing December 31st. The law of Arkansas 
does not undertake to say how assets shall 
be valued, except as hereinafter noted. 

After the action of the Commissioners 
on the question of valuations last Decem- 
ber, many inquiries came to the Arkansas 
Department as to requirements. We sim- 
ply advised them of the law as to reports, 


HE only statute in force in my state 

on this question is one that affects 
bonds and other evidences of debt held by 
life companies which are amply secured 
and are not in default as to principal and 
interest. This statute lays down how these 
evidences of debt may be amortized. It is 
practically the New York statute, which 
is in force in many states and which it is 
unnecessary to quote here. My state can 
follow the resolution adopted by this Con- 
vention last June as to investments held 
by companies other than life. 

What are we going to do about invest- 
ments that do not fall under the statute 
quoted above? What amortization rules 
will apply? Some sound rule or action 
must be established that will apply to all 
other securities and all other companies 
than above referred to in the Arkansas 
statute. 

We know that values and prices are 
vitally affected by the yield, and that yield 
is one of the most important things to be 
considered. If you own the evidence of 
debt or have acquired the title to the 
property, if it has no yield at this time 
and no ascertainable market value, even 
though it may have some value, then some 
procedure must be established that justice 
may be done to the companies and to the 
policyholders. It makes no difference 
whether this condition applies to railroad, 
public utility or other bonds and stocks, 
or farms and farm mortgages. It is my 
firm opinion that amortization rules should 
be applied wherever it is possible to do so. 

Under present conditions and values it 
occurs to me that any agency that has a 
heavy line of real estate loans will have 
to make a large amount of renewals upon 
the amortization plan. Where it is known 
that losses now exist in real estate owned 
or in real estate loans, or it is known that 
such will hereafter be sustained, I think 
amortization should be had _ wherever 
possible. 

This is a far reaching subject, and I 
simply submit these suggestions in this 
discussion. I have full faith and con- 
fidence in our great and reputable insur- 
ance companies and supervising officials 
to fully meet and work out this situation. 
I take every occasion to bespeak confidence 
to policyholders and to companies, and I 
do so now. 

SS 


Editorial 


(Continued from page 14) 
came the plan, which has actually 
been filed on behalf of certain groups 
of carriers, to increase rates, coun- 
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try-wide, twenty percent, and coupled 
with it a device producing lower rates 
to three percent of the risks (by num- 
ber) thus throwing the full burden 
of the increase on the remaining 97 
percent. Small wonder that public 
confidence in compensation rate mak- 
ing received a rude jolt. Outraged 
assureds have wondered if their in- 
terests have not been forgotten and, 
having observed the injection of vari- 
ous schemes that make it necessary 
for the National Council to file sev- 
eral sets of rates for the consideration 
of the state authorities, the public has 
been obliged to protest vigorously 
against the great increases proposed. 
Prominent manufacturers have told 
state officials that the burden of com- 
pensation costs are becoming unsup- 
portable and have entered emphatic 
demurrers to any action which would 
saddle more expense upon them with- 
out uncontrovertible evidence of ab- 
solute need. Owners of plants, large 
and small, whether they benefited, or 
would be hurt, by the scheme for 
graduating rates, have universally and 
vigorously voiced their protest 
against the plan as being unfairly dis- 
criminatory. 

It is but natural that, when the 
graph of commodity price changes 
looks like a toboggan slide, those who 
pay the insurance bills are naturally 
exasperated by the contrary nature of 
compensation costs. This is especially 
so when they feel that the companies 
could do a great deal to remedy the 
situation by proper reform. The 
method by which 1932 rate revision 
was promulgated has so shaken con- 
fidence that in many states the em- 
ployers have opposed any increase in 
rates at all, even though the raise was 
based upon actual experience, because 
of the uncertainty which has been 
created in their minds due to the 
sweeping and sudden changes in the 
various schemes proposed and the ob- 
jectives toward which they were 
aimed. 

The program proposed by certain 
groups to raise rates unduly and then 
place the entire burden of the huge 
increase on 97% of the risks (by 
number) has not been approved thus 
far in any state where the supervising 
authorities have had jurisdiction over 
the rate levels; yet the effort goes 
on to foist this unsound plan on the 
public. This can lead to but one re- 
sult, for it is a truism that once the 
confidence of the insurance public has 
been shaken, the return road is hard 
to travel. If the people are taught 
by experience that hidden meanings 
must be watched for in compensation 
rate making programs, danger will be 

(Continued on page 32) 
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Assets of Insurance Companies 


Another Outstanding Address Heard at the Recent Convention of 
Insurance Commissioners at Dallas and Galveston 


T IS with some diffidence that 
I undertake to address this con- 
vention on the subject of assets 
of insurance companies and their 
valuation, for I realize that you 
may all feel that it is an attempt 
on the part of the blind to lead the 
blind, and, if I did not know your 
dispositions individually, I might 
also imagine your thinking it is 
another exemplification of the old 
adage, that fools rush in where an- 
gels fear to tread. Nevertheless I am 
disposed to hope that you may rec- 
ognize some merit in and adopt to 
some appreciable extent, the sug- 
gestions which I shall present as 
the result of considerable thought 
and concern. 
To begin with, I am fully con- 
scious of the extent to which this 
particular topic has been exploited 


BY E. FORREST MITCHELL 


Commissioner of Insurance for California 


glare of public opinion, sneered at 
for favoritism and inveighed against 
for abuse of power. And throughout 
our term of office we are ever aiming, 
ever seeking, ever groping for quali- 
fied guidance in our halting attempts 
to make the correct decision, to take 
the proper action, to do the righteous 
things. Our equipment, moral, mental 
and physical, especially in this period 
of widespread distress, is taxed to the 
utmost. We mean well, we try hard, 
and the future alone will resolve, one 
way or another, any doubts as to the 
modicum of success that may attend 
our efforts. 

Whatever the strength or weakness 
of the insurance statutes of our re- 
spective states, I think it may be gen- 
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in the past, nor do I propose to deal 
with it exhaustively. I merely pre- 
sume to speak on the subject in its 
relation to the problems and dif- 
ficulties created for us as insurance 
commissioners, who, by the grace 
of the electorate or the choice of 
governors, are required to watch 
over the interests of that great 
body of citizenship that constitutes 
the policy-holding public. Here we 
are, endowed with practically limit- 
less powers to lift and shift, to bar 
and mar, to make and break. Here 
we are, exposed to the merciless 


erally accepted that the primary pur- 
pose of establishing the various insur- 
ance departments is the protection of 
policyholder citizens of the state. The 
effort, perhaps futile, is to make 
“sure” the outstanding syllable in the 
word insurance. We can recognize 
that the interests of the investors in 
capital and surplus of an insurance 
company must yield place to the in- 
terests of its policy holders. 
oO 

NE of the first duties devolving 

upon us is that of making it 
possible for the citizens of our states 


to have available in the financial state- 
ments of insurance companies a 
source of information which will 
justify their reliance upon them. That 
involves not only trustworthiness, but 
uniformity in substance as well as 
outward form. 

The labors of our committee on 
blanks over a long period of years 
have tended to bring about probably 
a sufficient uniformity in the form of 
financial statements of insurance car- 
riers competing for the patronage of 
our citizens. But if we were to ex- 
amine the reports made on these forms 
more critically, | am afraid that we 
should not find them so uniform as 
they appear. With the possible ex- 
ception of life insurance blank, the 
forms are not models of clarity, the 
items are susceptible to varying defini- 
tions, many of them are not mutually 
exclusive, and the form suffers from 
the absence of a prescribed uniform 
classification and definition of ac- 
counts such as has long been in use 
by the Interstate Commerce Commis- 
sion and by the Public Utility Com- 
missions of many states. 

Let us freely admit, as do all the 
authoritative writers on accounting, 
that the making up of a balance sheet 
involves a large amount of personal 
judgment in determining what are 
assets and what are the true values 0} 
the individual asset items. And like- 
wise, what are real liabilities and what 
are their true values? In part these 
questions are settled for us by our 
statutory provisions, particularly pro- 
visions relating to liabilities. There 
yet remains a wide field of difference 
of opinion difference of interest, and 
variation in the resulting exhibits. 

What, if anything, can we do to 
bring about greater uniformity and 
greater clarity in these statements? 
In raising this question let me say that 
I realize fully our responsibility not 
to destroy intangible but extremely 
valuable assets in agency plants and 
organizations by the form which we 
provide for the casting of balance 
sheets. 

Are we utilizing our facilities to the 
utmost? 

Are we not relying too readily on 
the supervising authorities of some 
other states, for the pointing out of 
objectionable features in the opera- 
tion or condition of institutions with- 
in our own immediate jurisdiction ? 











* How many of us venture beyond 
the filing of the annual statements and 
the inclusion of statistical data in our 
printed reports ? 

How many of us have provided for 
a technical analysis of the informa- 
tory data supplied in such profusion? 

DO 

HAT price assets of insurance 

companies? The question is not 
new. It has stood before the con- 
vention many years, and the appoint- 
ment years ago, and continuance ever 
since, of a committee on valuation of 
securities is evidence that they have 
not been overlooked. During what we 
might term normal years and some 
which we now realize were very ab- 
normal years, these questions seem 
not to have been regarded as of great 
importance, but in the last few years 
they have become paramount and, at 
perhaps the time of greatest need, the 
labors of our committee of valua- 
tions on assets appear to have been in 
vain. Despite the effort to find an 
agreed and uniform basis of valuation 
there was almost unsolvable confusion 
in the requirements of the several 
states as to valuation of securities and 
the returns of the several companies. 
Will this be repeated in the 1932 state- 
ments ? Is it fair to the companies that 
it should be repeated? Is it fair to 
the public? Is it fair to potential 
investors? I cannot answer any of 
these questions in the affirmative 
and it seems to me the ‘responsi- 
bility, heavy as it is, has been ours 
to find an answer. The suggestion 
which appeared in one of the insur- 
ance journals that the proper answer 
would be found through a single, 
central national body of supervision, 
a suggestion made without discussing 
its bearing on our several interests, 
either as individuals or as representa- 
tives of sovereign states, has no possi- 
ble practical value in the light of the 
long line of decisions of the United 
States Supreme Court. If we are to 
get uniformity, it is we ourselves who 
must find the way to get it. 

While our official responsibility to 
the citizens of our several states rests 
upon each of us individually, it is im- 
possible for any one of us to meet 
the responsibility fully. We must all 
depend upon one another in greater or 
less degree to share the burden, and 
we must join in bearing it. Person- 
ally, I am confident that a complaint 
or inquiry relating to a minor tech- 
nical detail, and involving an insur- 
ance company domiciled outside of 
my state, will receive the same courte- 
ous consideration from the commis- 
sioner of that company’s home state 
that it would be accorded by myself 
or my staff. And I am strongly .in- 
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clined to the belief that such matters 
can be attended to by the home state 
commissioner with better results, be- 
cause he is on the ground. In such 
matters, therefore, [ am fully pre- 
pared to depend on the good faith 
and more intimate knowledge of my 
fellow commissioners. It is the proper 
field for home rule. But our greater 
responsibilities we must, as I have 
said, join in bearing. The institution 
of convention examinations is the 
outstanding practical application of 
this view. It recognizes the inade- 
quacy, more manifest today than ever 
before, of the facilities at the disposal 
of the supervising authority of the 
home state, the vital interest of sister 
states whose citizens look to them for 
protection, the disparity between 
source of premium income and geo- 
graphical limits of jurisdiction, and 
has proven of immense value both 
through the concurrence and diver- 
gence of opinion which it has dis- 
closed. At a critical period such as 
the present, the institution of conven- 
tion examinations economically con- 
ducted with a capable staff should 
commend itself to the widest use by 
the insurance departments of all 
states, not one of which has been im- 
mune from the blighting effects of 
economic depression. 


I deem it auspicious that a goodly 
number of insurance examiners from 


‘a majority of the states have had the 


vision to associate themselves together 
in a national body for the advance- 
ment of the public interest they serve 
in common with us and in loyalty to 
us. 


While the instrument of examina- 
tion affords the most reliable source 
of information for our guidance in 
the problems that present themselves 
for solution in connection with the 
institutions licensed by us, it is un- 
fortunately not simultaneously avail- 
able for all conpanies at the close of 
the calendar year. It affords no means 
for the production of uniform, com- 
parable reports at that time. 

IQoa 
ARTICULARLY in times like 
the present I think we must all 

agree that we must give consideration 
to the problems under which the com- 
panies labor, for if we fail to do so 
we may destroy those intangible 
values to which I have previously re- 
ferred. Whether or not the suggestion 
I am offering will enable us to do 
that, I cannot say. It has had careful 
consideration in my Division over a 
considerable period of time, and first 
came to our attention before the crash 
of security values in October, 1929, 
when we were serving on a conven- 
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tion examination of a large life in- 
surance company which had already 
felt the effect of the coming trouble 
in its foreign mortgage loans. Be- 
lieving that things could be salvaged, 
and yet not willing to leave them en- 
tirely in the hands of company offi- 
cials without check, we exacted an 
agreement at that time for the build- 
ing up of a contingent reserve by reg- 
ular annual additions. That action 
was accepted by the company and the 
home state as sound and reasonable 
and is being carried out. 

Following that principle, it has oc- 
curred to our Division that the de- 
sired object could be reached by a 
method somewhat along these lines: 


Let the assets of all insurance com- 
panies be listed in their financial state- 
ments at book values, each of us as- 
suming responsibility of seeing to it 
that the book values adopted have a 
reasonable and genuine basis. Let 
each company then, after setting up 
reserves for its other liabilities as 
provided by law, set up on the liability 
side of its statement a properly des- 
ignated contingency reserve in such 
amount as may be agreed upon be- 
tween it and the commissioner of its 
home state, this amount being a fixed 
percentage of the excess of the book 
value of its marketable securities 
over their aggregate market value. 
The discretion of the commissioner 
need be exercised only in the direction 
of the period required to give full 
effect to the elimination of the shrink- 
age in values as definitely ascertained 
at the end of the reporting period. I 
would suggest that a foot note be in- 
corporated in the body of the report- 
ing blank, and an identical note placed 
on the outer cover thereof, to read: 

“The contingency reserve appearing 
herein represents...... per centum of the 
excess of the reported book value of the 
corresponding asset items over their mar- 
ket value.” 

With the statement in this form the 
individual policyholder and prospec- 
tive policyholder will be able to com- 
pare statements on a market value 
basis by a comparatively easy ad- 
justment. There can be no charge 
of lack of frankness in the statement 
itself, and if our citizens have the 
confidence in us which ought to go 
with the responsibility they have 
placed upon us, then there should be 
no feeling of unsoundness in the fact 
that the statement is not on a rigid 
market value basis. 

With the statement in this form, the 
administrative company official also 
will find it difficult to justify the pay- 
ment of stockholders’ dividends out 
of capital, an abuse with which some 
of us have become familiar. 
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With the statement in this form, 
we shall have removed an existing de- 
fect that has been exploited in unfair 
competition. 


UR justifiable desire to assist in- 

surance companies in overcom- 
ing difficulties in the rendition of 
financial statements in extraordinary 
emergencies of such universal inci- 
dences as to present one, is capable of 
being gratified in other directions as 
well. 


It has been a long established prac- 
tice to disallow the companies’ claims 
for uncollected premiums on policies 
effective more than 90 days. The prac- 
tice is highly conservative in normal 
times and reasonably conservative in 
times of stress. I do not advocate its 
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abolition. But we have never allowed 
a corresponding reduction in the un- 
earned premium reserve, although we 
have allowed it in the case of accrued 
commissions. Here is an inconsist- 
ency which, under present conditions, 
might be corrected to no one’s dis- 
advantage, and to the considerable 
advantage of many insurers. 


Let us therefore adopt a simple 
candor toward our policyholders and 
a reasonable firmness toward the in- 
stitutions in our keeping. Let our 
stewardship be discharged in such 
manner that those who honor us with 
their trust will know it has not been 
misplaced or misdirected. Let us 
carry in our own minds the conscious- 
ness of having been true to our oath 
of office and true to the principles of 
equity. 


Discussion 
of ‘‘Assets of Companies’’ 
BY GEORGE A. BOWLES 


Commissioner of Insurance for the State of Virginia 


E have listened with much 
W interest and profit to the 

able discussion of Commis- 
sioner Mitchell and I am entirely 
in accord with a great deal he has 
said. It shows that he has given 
the matter under discussion earn- 
est thought and the membership 
of this convention will do well to 
give due consideration to Mr. 
Mitchell’s views on this momen- 
tous subject. 


We hear much these days of distress, 
of the invisible forces of a great world 
calamity. We hear much of the great pe- 
riod of evolution through which we are 
passing. We know that it has been but a 
short while since our forefathers were 
using ox carts as vehicles of transporta- 
tion. We are mindful of the marvelous 
transition that has taken place along 
transportation lines; how rapidly we 
have gone from the ox cart to the horse 
and buggy; from the horse and buggy 
to the steamboat, the locomotive, the 
auto, and steam navigation, and now to 
the airplane. There likewise has been a 
great evolution in the field of invest- 
ments and securities. 

Our duty is the transition of the 
present economic condition into terms 
of public understanding. We must hold 
before us but one vision as Insurance 
Commissioners, and that is the vision of 
administering the insurance laws of the 
several states to the best interests of 
the insuring public. 

I cannot say that I quite agree with the 
suggestion in Commissioner Mitchell's 
paper in regard to setting up as a con- 
tingency reserve an arbitrary percentage 
of the excess of book value over market 
value of asset items. It appears to me 
that a reserve for contingencies or for 
fluctuation in market values of invest- 
ments should be accumulated in normal 
and in prosperous times rather than in 


periods when the market values reflect 
only a fraction of intrinsic values. A 
reserve of this character should not be, 
as at present, voluntary, but should be 
required either by statute or by depart- 
mental ruling, accumulated and segre- 
gated for a specific purpose, and not un- 
der any conditions to be considered as 
free surplus. How this reserve should 
be accumulated and the amount thereof 
are problems which require our deepest 
thought. If the principle here outlined 
is sound and constructive, then ways 
and means should be found to make it 
practicable. I suggest that the matter 
be referred to the proper standing com- 
mittee or to a special committee to be 
appointed at this meeting by the Presi- 
dent, to consider (1) the propriety of the 
legal requirement of a contingency asset 
reserve, (2) how such a reserve should 
be accumulated, and (3) the amount 
thereof. I realize that this will impose 
a great deal of work on the members of 
the committee, but the question is one 
of sufficient importance to warrant it. 
In fixing the amount or the percentage 
of such a reserve, we should endeavor 
not to be more arbitrary than necessary, 
and we should bear in mind that the 
time to accumulate the major part of 
the reserve is when it is least needed, 
that is to say, in prosperous times. 


Oona 


M** I make one suggestion to the 
committee, if appointed. Namely, 
that the committee consider the pro- 
priety of requiring the company to set 
aside for the contingency asset reserve 
a part of the dividends received on stock 
—such part to be a percentage of the 
excess of the dividends over the amount 
necessary to maintain the policy reserve. 

Commissioner Mitchell’s suggestion 
as a temporary expedient is good insofar 
as it offers a ready method of compari- 
son upon a uniform basis, of the annual 
statements of different insurance com- 
panies, but of course it is applicable only 





in such periods of depression as the one 
we have been through and are now go- 
ing through. The same result can be 
reached by requiring every company, 
after valuing its securities upon the basis 
which has been sanctioned by the In- 
surance Commissioners Convention or 
by the Insurance Commissioner of its 
home state, to report as well its surplus 
based upon actual market value. 

For fourteen years Virginia has had a 
law allowing all insurance companies 
and fraternal orders to carry on an 
amortized basis bonds which are amply 
secured and not in default as to either 
principal or interest. Since such securi- 
ties are purchased for their investment 
value and not merely to take advantage 
of market fluctuations, it is eminently 
proper that the right to carry bonds 
upon an amortized basis be extended to 
all classes of insurance companies, and I 
heartily endorse the recent action of the 
Convention in recommending the uni- 
versal adoption of this method of valu- 
ation. 

Bonds carried upon an amortized basis 
are not affected in their investment or 
in their book value by the rise and fall 
in market quotations, and ordinarily it 
would be unnecessary to consider them 
in setting up a contingency reserve, 
though some safeguard might be pro- 
vided to prevent an insurer from acquir- 
ing an undue proportion of low grade 
bonds of a speculative type. 

Frankly, it appears to me that a re- 
serve such as I have suggested, set up 
or accumulated in times of plenty, and 
not subject to depletion through the 
declaration of dividends is as vitally nec- 
essary as the present statutory policy 
reserves, and while it might to some 
extent curtail the returns to stockhold- 
ers, it would most certainly add much 
to the safeguarding of the interests of 
those whose interests should be consid- 
ered first—the insuring public. I have 
offered only a suggestion and if chance 
it be that it meets with your approval, 
the details can be worked out by those 
who are wiser and more experienced 
than I. 

In discussing the paper of my distin- 
guished contemporary, I do not think it 
inappropriate to bring into my remarks 
reference to a certain phase of the sub- 
ject which has received the attention of 
this body many times in the past, and 
which has been presented by speakers of 
force and erudition upon those occa- 
sions, but which is of such vast import- 
ance that I trust you may pardon its 
repetition. This phase, relating princi- 
pally to the investments of insurance 
companies rather than to their assets as 
a whole, may be most aptly described as 
the only satisfactory answer to those 
questions which confront or should con- 
front every investment officer or com- 
mittee: “Is the investment safe?” Will 
it yield an adequate return? Is it suffi- 
ciently liquid?” 

That each of these questions, particu- 
larly the first two, must be answered in 
the affirmative is, I presume, the unani- 
mous opinion of this convention, and 
that the factor of safety in the invest- 
ment portion of the assets of insurance 
companies should be as great as is com- 
mensurate with the adequacy of the re- 
turns from these investments is a state- 
ment so self-evident that it may not be 
questioned. A yardstick by which to 


measure the actual safety of insurance 
company investments, in normal and ab- 











-normal times, in periods of depression as 
well as periods of prosperity would be 
of incalculable value to the insurance 
companies as well as to the supervisory 
officials and their examiners. 


LO > 
E know that the assumption of a 
certain minimum interest rate en- 
ters largely into the calculation of a life 


insurance premium, and we also know 
that the fire and casualty companies 
must depend upon adequate returns 


from their invested assets to offset their 
more than occasional underwriting 
losses. Hence it follows that the ques- 
tion of adequate returns is of scarcely 
less importance than the question of 
safety, and in fact these two questions 
are so related that each must be consid- 
ered as corollary to the other. The fact 
that so very few insurance companies 
whose investments in normal times were 
both sound and remunerative failed to 
survive the cataclysmic upheaval of the 
past three years, is a great tribute to 
the officers and committees responsible 
for the investments. 


The third question, “Is the investment 


sufficiently liquid?” is one upon which 
I dwell but briefly, because it is of less 
importance and because the problems 


connected with it confront only a rela- 
tively few companies, and these only un- 
der abnormal conditions and in abnor- 
mal times. 

While it is not my purpose to discuss 
any particular class or classes of securi- 
ties in which insurance companies 
should invest, I will, however, advert 
briefly to one class of securities which 
it seems to me should be closely scru- 
tinized; namely, those of a holding com- 
pany, particularly a utility holding com- 
pany. I refer to a corporation which 
owns the stock of other corporations for 
the purpose of exercising control over 
those corporations. To my mind the in- 
vestment by insurance companies in the 
securities of a holding company should 
be exercised with great caution. An op- 
erating company depends for its financial 
soundness upon its assets and its earn- 
ings. Its assets primarily consist of its 
plants, lines, physical property of vari- 
ous kinds, franchises and cash, all of 
which are in use and, as a rule, earning 


profits, even in periods of depression. 
These assets are not on the market. 
Their prices do not greatly fluctuate. 


and they generally have a stable and 
sound value, save for obsolescence, and 
this is taken care of in rate making. Con- 
sequently, in periods of financial stress 
and depression, so long as the earnings 
of the operating company are sound, 
there is no serious shrinkage in asset 
liquidating value to affect the credit of 
the company. But this is not true of 
the holding company, which has no as- 
sets except the securities of its subsid- 
iaries. Where it does not own all of 
these securities and the unowned part is 
on the market, the value of the holding 
company’s assets and its actual solvency 
at any given time, depend on the condi 
tion of the market and the price of its 
securities, and in periods of depression 
a holding company which has all its 
monev invested in perfectly sound sub- 
sidiaries may find itself bankrupt, be- 
cause of the liquidating value of its se- 
curities. The peril of investment in 
securities of holding companies is well 
illustrated by the collapse of the Insull 
holding companies. 


JouRNAL OF AMERICAN INSURANCE 


KNOW of no more distressing situ- 

ation than that resulting from the 
manipulation of the assets of insurance 
companies for speculative purposes by 
so-called holding companies, which have 
by some means or other gained control. 
A case in point comes to my mind, and 
while I will not vouch for the authentic- 
ity of my information since all of it is 
not of record, I have been assured that 
the development followed somewhat 
along these lines. 


A holding company, which we shall 
call X, owned a majority of the stock 
of A company. This stock was hypothe- 
cated to a bank and the amount realized 
was used as a first payment on sufficient 
stock to control B company, title to this 
stock being passed to the holding com- 
pany and the stock itself deposited as 
collateral for the payment of the balance 
of the purchase price. Immediately the 
stock of A company was sold to B com- 
pany for the amount loaned upon it, and 
the bank loan was repaid with funds ac- 
cruing from the sale of some of B com- 
pany’s more liquid securities. At a later 
date, more of B company’s high grade 
securities were sold, this time on a fall- 
ing market, in order to secure funds 
wherewith to purchase a controlling in- 
terest in C company, which in turn had 
a large portion of its assets vested in D 
company. 
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As a result of this w idespread manipu- 
lation and interlocking of interests, 
when the value of the D company stock 
followed the general trend of the stock 
market and reached an abnormally low 
figure, C company became insolvent, and 
B company of course followed it into 
the hands of receivers. At last reports, 
the policyholders of B and C companies 
have been left holding the bag. 

I concur heartily in the suggestion ad- 
vanced by Mr. Mitchell that the inter- 
est of the insuring public ranks first— 
above that of stockholder or the invest- 
ing public. At the same time it appears 
that the wise executive cannot expect a 
continuation of the public’s patronage 
unless he places the public’s interest first 
and here the question of dividends pre- 
sents itself. The human element in this 
instance plays a large part. Wise man- 
agement can best determine the proper 
course and regulatory restrictions can 
best be applied only to individual cases 
in my judgment. Set rules and regula- 
tions, formulated at a given time to ap- 
ply over a period without flexibility to 
conform to changing conditions have 
fallen down. Therefore I conclude that 
only a few regulations, specific in their 
application, will prove helpful in the 
long run, for there is convincing evi- 
dence of the soundness of that pro- 
nouncement that the best governed are 
the least governed. 


Further Discussion of “Assets of 
Companies” 
BY GEORGE D. RILEY 


Commissioner of Insurance for the State of Mississippi 


HIS Convention is indebted 

to Commissioner Mitchell for 

the excellent paper he has pre- 
pared and delivered on the all im- 
portant subject of “Assets of In- 
surance Companies.” This is an 
ever present problem, always un- 
der discussion, and continually be- 
fore legislative bodies for consider- 
ation. As each statement period 
rolls around, weighty consideration 
must be given to determining the 
true financial condition of each in- 
surance institution; that is, the na- 
ture of its assets and the value 
placed upon them. 

Many new difficulties have come upon 
us in the present days because both stocks 
and bonds have been widely distributed 
with almost a total disregard for the actual 
value of the assets securing such issues, 
and further, because old and new mort- 
gage companies and firms have passed on 
to insurance institutions mortgages based 
upon values which never did exist, and do 
not now exist. Some companies have been 
forced, in this and other ways, into the 
real estate business contrary to their de- 
sire, and they now find themselves totally 
unprepared to operate such a business. 


As Commissioner Mitchell plainly states, 
our position is that we must protect policy- 
holders. Coming from an agricultural 
state, as I do, a state without any large 
cities, and knowing personally, as I know, 
the sacrifices that many of our citizens 
make, the long hours of toil they undergo 
to secure the money with which to pay 
premiums on insurance policies, I feel 


very deeply my responsibility to my peo- 
ple. The statutes of my own state, like 
those of many other states, are along the 
general lines of safeguarding the interests 
of policyholders. 

a 


OMMISSIONER Mitchell 

the present form of convention 
blanks upon which statements are sub- 
mitted. These blanks, in my opinion, if 
properly filled out, give a fair picture of a 
company ’s condition and its past year’s 
operations. It is true that different inter- 
pret tations are placed upon items by com- 
panies operating in different states, but I 
find that by studying the statement and re- 
viewing the statutes of the home state, one 
may draw correct conclusions and make 
fair comparisons. 

The Commissioner makes mention of the 
intangible assets of companies. Such as- 
sets undoubtedly exist and are similar to 
what is termed “good will,” listed in the 
asset accounts of commercial businesses. 
Such assets, in my opinion, have no place 
in the balance sheet of an insurance com- 
pany. They would be of value only to a 
company merging, reinsuring, or going out 
of business, and then their value would 
weigh only in favor of the stockholders 
of such concerns. 

Commissioner Mitchell states that there 
exists no uniform basis of valuation of 
securities; despite the great efforts of the 
special committee of this Convention to 
bring about such results, confusion still 
exists. I know this able committee has 
labored in the midst of much confusion 
inevitable under statutory requirements 
and departmental rulings affecting asset 
values. During the World War, a series 
of “Arbitrary Market Values” was per- 
mitted by this Convention. During 1922, 


discusses 














28 


this method was supplanted by that of re- 
quiring the actual market values. During 
1931, the actual market prices were again 
discarded and “Arbitrary Values” sub- 
stituted. To my mind the use of market 
prices to obtain “Value,” when securities 
are held in large amounts, is fundamentally 
wrong. Market prices in times of unusual 
stress do not represent the actual value, 
and the wisdom of the latitude granted by 
this Convention after the World War and 
at later dates is proved by the individual 
history of various companies operating un- 
der the concessions made to them. It is 
true, however, that, when conditions are 
good, market values are used, and, when 
they are bad, amortization and “Arbitrary 
Market Values” are substituted. We Com- 
missioners should watch the dividends de- 
clared both to policyholders and to stock- 
holders when times like the present are 
upon us. Commissioner Mitchell advocates 
that each home commissioner assume the 
responsibility of seeing that the book values 
adopted have a reasonable and genuine 
valuation basis, and that, in listing its 
assets in annual statements, these values 
shall appear as assets, and that, in the 
liabilities, there shall be set up a designated 
contingency reserve in such amount as may 
be agreed upon between the company and 
the Commissioner of the home state, this 
amount being a fixed percentage of the 
excess of the book value of its marketable 
securities over the aggregate market value. 
Two essentially new things are involved 
in the proposed method: (a) a new valua- 
tion of the assets on the ledger accounts of 
a company on a basis of valuation to be 
agreed upon between the Company and 
the home Commissioner, which basis, by 
inference, is in excess of the market values 
of these assets; and (b) a reserve liability 
on a percentage basis of the excess of the 
book value over the aggregate market 
value. I fail to see any advantage to be 
gained by a method of this kind over a 
method whereby the market values agreed 
upon and appearing in the statement are 
fixed at amounts so that the aggregate 
value of the assets, as they appear, would 
be the aggregate under the proposed sys- 
tem less the contingency reserve. The ef- 
fect upon the surplus is the same, and it 
would be easier to recognize what values 
the assets actually had were they listed di- 
rectly at the agreed values. It is my opin- 
ion, that, in determining what a company’s 
financial condition really is, both its lia- 
bilites to policyholders and others and its 
assets with the value placed upon them 
must be given equal consideration. 


SOs 


AM firm in the opinion that the gen- 
eral principles of investments are ap- 
plicable to all insurance institutions. These 


considerations are: (1) security of prin- 
cipal; (2) adequacy of yield; (3) readi- 
ness of convertibility; (4) diversification. 


After all, the function of all insurance in- 
stitutions is to pay claims in accordance 
with its outstanding contracts. Fire and 
miscellaneous companies operate under 
laws subjecting them to hazards which do 
not exist in the case of life companies. I 
do not consider investments of a specula- 
tive nature suitable for insurance funds. 
The security offered for such funds should 
be of a high degree of safety. 

As a general rule, the lower the yield, 
the safer the security, and vice versa. All 
insurance companies, in my opinion, should 
seek wide and diversified fields in order to 
obtain as large a yield as is consistently 
safe in order to be able to reduce the cost 
of protection to policyholders. Losses 
cannot always be avoided, but the law of 
averages will, in the end, prevail. 
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Fire and miscellaneous companies, be- 
cause of the hazardous risks they assume, 
should look to ready convertibility when 
making their investments. Under normal 
conditions, immediate convertibility is not 
a necessary quality of an investment with 
a life insurance company, for current in- 
come over disbursements is usually more 
than ample to take care of all current cash 
requirements. Circumstances under which 
fire and miscellaneous companies are, of 
necessity, forced to sell securities are de- 
cidedly more frequent than is the case with 
life insurance companies. The strain of 
demanded cash surrender values and policy 
loans, in addition to unusually heavy 
matured claims, has been a drain on life 
companies since 1929, but there have been 
very few instances requiring any consider- 
able sale of assets. And, in cases where 
such sales have been necessary, the emer- 
gency has been met by the sale of securities 
purchased at prices that occasion little 
actual loss even under present conditions. 

Since life companies do not anticipate a 
yield of over 4% in arriving at premium 
and reserves, assets vielding a fair income 
over requirements are always obtainable 
on the very best classes of securities. As 
a general rule, the higher the yield, the 
less security there is for the principal sum 
invested. 

Although ready convertibility under 
normal conditions is not a necessary quality 
of an investment for a life insurance com- 
pany, yet for a fire company or a miscel- 
laneous company ready convertibility of a 
large per cent of its portfolio is imperative. 
A good secondary reserve in quickly con- 
vertible assets ranging up to 35% of the 
invested assets of any insurance company 
is a powerful aid in lessening difficulties 
that come in times of depression like the 
present. 

a 


T is sound policy to distribute invest- 

ments of insurance companies both 
geographically and among securities of dif- 
ferent classes. It is fundamentally un- 
sound policy to invest too large a_per- 
centage of the funds of an insurance com- 
pany in any single security or in securities 
which are either dependent or interde- 
pendent on a particular section of the 
country. This principle is recognized by 
several of the states in statutes limiting 
investments in certain classes of securities. 

Some of the suitable investments for 
insurance companies are: Real Estate, 
Mortgage Loans, Collateral Loans, Stocks, 
Bonds and, in the case of life companies, 
Policy Loans. 

Most states restrict investments in real 
estate to that which is necessary in the 
conduct of a company’ ’s business and such 
as might be acquired in the protection of 
legal rights. Usually real estate acquired 
by foreclosure must be disposed of within 
a reasonable time prescribed by law. 

Mortgage loans highly satisfy the re- 
quirements both as to security and yield, 
and can be properly distributed geograph- 
ically, and in types of security. The statutes 
usually stipulate that the preferred secur- 
ity shall be double the amount of the loan. 

Collateral loans are suitable when based 
on securities in the classifications prescribed 
for investment of insurance funds, and on 
securities, the values of which are well in 
excess of the sum loaned. Such loans 
should not be of long duration. They should 
be more on the order of bank transactions. 

Stocks as an investment are inherently 
speculative. The Armstrong Investigating 
Committee held that stocks were funda- 
mentally objectionable as an investment for 
life insurance funds. 





Bonds — Government, State, Municipal 
and Corporate—represent, perhaps, the best 
type of investment for insurance funds. 
They can be purchased with due regard 
for security, yield, convertibility and dis- 
tribution, and are the chief outlet for in- 
surance funds. However, the preferred 
stocks of many corporations might be bet- 
ter securities than the bonds of certain 
counties or municipalities where there are 
no legal limits prescribed for such in- 
debtedness. Policy loans, liens, etc., are 
possible only in case of life companies, and, 
since they are well secured by the reserves 
in individual cases, they are satisfactory 
investments for such companies, provided 
the ratio of such investments to the total 
invested assets does not reach too great a 
proportion. The tendency since the year 
1929 has been for policy loans to increase 
greatly, the life companies having largely 
done the banking business of the Nation 
on the collateral of their own policies. 

The valuation of assets of an insurance 
institution is quite as necessary in deter- 
mining its financial condition as is the 
valuation of its liabilites, and a few gen- 
eral principles must be kept in mind in 
making the valuation. 
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REAL estate can usually be taken at 
its book valuation subject to reap- 
praisal every two or three years. New 
appraisals should be used particularly in 
determining the values where extensions of 
ownership have been granted, and where 
write up in values has occurred during the 
last five years. 

Mortgage loans not in default can be ac- 
cepted at the book values, and, in case of 
default, the history of the individual loan 
must be studied and, in some cases, reap- 
praisal secured in order to fix values. Many 
companies bought mortgages through cor- 
porations and firms in widely scattered sec- 
tions, relying largely upon these local con- 
cerns for the safety of the security, and 
they are now finding out their mistake. 
They were, in reality, buying real estate 
at excessive prices instead of making mort- 
gage loans as they thought at the time, 
and, when the truth came to light, there 
was no course to follow other than fore- 
closure. Large mortgages should always 
be carefully considered as to property value 
and re-sale value of the security. 

Collateral loans with ample security, if 
in good order and of short duration, can 
usually be accepted at their book value. 
Sometimes such loans are used as a 
vehicle for turning non-admitted assets 
into admitted form without due considera- 
tion for the security proffered. These loans 
should be thrown out. 

Stocks can be valued only at their mar- 
ket values. It is true that some stocks have 
real value in excess of market quotations ; 
it is equally true, however, that others have 
market values in excess of their real 
values. Local stocks not quoted on any 
Exchange present, at this time, the real 
problem in fixing true value. I do not be- 
lieve in insurance institutions owning stocks 
of other companies, for it has been my 
observation that such practices result in 
no good, but, on the contrary, result in 
friction and in loss to the business. 


Qowonw 


BONDS when not in default as to prin- 
siple or interest, can now be valued, 
in very nearly all states, upon the amortiza- 
tion basis, which presents a proper solu- 
tion for the valuation of such securities, 
particularly in the case of those held by 
life companies. Bonds in default must, of 
course, be valued on “Market Values.” 


(Continued on page 32) 
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Address of James S. Kemper 


President of the National Association of Mutual 
Insurance Companies, Before the Annual 
Meeting of that Organization, Deshler- 
Wallick Hotel, Columbus, Ohio, 
September 26, 1932 


UTUAL Fire Insurance has 

stood the test of the last three 
years as has no other business in 
America. That alone is reason for 
our being here. Not that we may re- 
joice in the greater tribulations of 
others, but that we may analyze the 
reasons for this remarkable record 
and plan the future so that history 
shall in the years ahead continue to 
repeat itself so far as mutual insur- 
ance is concerned. 


What is the basis of our success? 


Primarily I should say the inherent 
soundness of the mutual theory. 


Policyholder interest in the ven- 
ture assures conservatism in the char- 
acter of other property owners asked 
to co-operate. Time and again in the 
experience of every mutual company 
a decision to accept or not to accept 
an applicant is due to policyholder 
assistance in determining whether the 
applicant is worthy of mutual mem- 
bership. 


Policyholder realization that mu- 
tual insurance fully rewards fire pre- 
vention accomplishments accounts for 
the remarkable mutual progress in 
conquering the fire hazard. The tre- 
mendous economic loss through fire 
is a serious national problem. Every 
property owner is interested, or 
should be interested in its solution. 
3ut the mutual policyholder has a 
two-fold interest; that of a citizen, 
and that of a member of a mutual 
company whose plan assures finan- 
cial reward for the effort and money 
expended. 


No consideration of mutual suc- 
cess could fail to include reference to 
the devoted unselfishness of mutual 
company directors, serving almost 
without exception for meager or no 
compensation, and with no stockhold- 
ing interest to provide reward. The 
records shows adherence to the high- 
est standards of trust responsibility 
and this extends to every ramification 
of the business. 

DO 


SHALL never forget my first 

experience along this line, which 
had to do with a meeting of the board 
of directors of the Farmers Mutual 
Fire Insurance Association in my 
home town in this state. I was a stu- 
dent in high school and had stopped 
in at my father’s office on an errand. 
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He was engaged with some clients at 
the time and so I wandered down the 
hall to the office of the secretary of 
the Farmers Mutual. There the board 
of directors was in session and I well 
remember the discussion had to do 
with the value of a barn that had been 
destroyed by fire. The meticulous 
consideration of every detail and the 
obvious desire to do full justice both 
to the policyholder who had sustained 
the loss and to the other policyholders 
from whose funds the loss was being 





JAMES S. KEMPER 


Retiring President of the National Assocta- 
tion of Mutual Insurance Companies 


paid, made an impression upon me 
that I shall never forget. 


Later, shortly after I had entered 
the insurance business with the Cen- 
tral Manufacturers’ I had another 
demonstration of mutual attitude that 
has remained with me during all the 
years. This was a case of a fire loss 
in which our company was interested 
and in which the adjustment of the 
loss was being supervised by that fine 
character we all so much admired, the 
late Secretary Reynolds of the Mil- 
lers National Insurance Company. 
The assured was insistent upon a 
settlement of the loss not strictly in 
accordance with the terms of the 
policy. Entirely as a matter of prin- 
ciple Mr. Reynolds fought the issue 
through to a finish and convinced the 
assured that he had no proper basis 
for the position he was taking. He 
then. presented the whole case to his 
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board of directors and to the other 
associated companies, recommended 
that leniency be shown and that the 
assured be not penalized. In other 
words, he insisted upon establishing 
the proper principle, convincing the 
assured that his position was unten- 
able and then, and only then, recom- 
mended what he described as “the 
treatment a mutual insurance com- 
pany might properly extend to an 
honest policyholder.” To most of you 
there is probably nothing unique in 
either of these experiences. To me, 
however, they were most significant 
because they gave me early in life a 
picture of the mutual philosophy as 
applied to policyholder, director and 
executive, that typified honesty, fair 
dealing and a spirit of unselfish 
service. 
a 

UCH of our success I think 

also is due to the fact that 
the mutual manager views his work 
as a public service to which he has 
dedicated the best that is in him for 
the whole span of his business career. 
As a result we find an exceptional 
record of permanence in company 
policy. Progress? Yes, but always 
carefully considered, conservatively 
launched and watchfully nurtured. 
A policy not of today and tomorrow, 
but for all time. 


All of these things have contributed 
to the continued progress of mutual 
insurance during these difficult times. 
Reviewing the record from the or- 
ganization of the first American in- 
surance company in 1752, (that fine 
mutual institution the Philadelphia 
Contributionship, today one of the 
very strongest if not the strongest 
insurance company in America and 
which we are proud to have as a 
member of our Association) up to the 
present time, we find a continuous, 
steady, conservative development. 
Mutual fire insurance has never been 
stampeded by abnormal business con- 
ditions, whether favorable or un- 
favorable. We have neither become 
extravagant in good times nor nig- 
gardly in bad times. Realizing our 
responsibility to advance the interests 
of mutual insurance, we have not 
during “boom” times when business 
was easily produced forgotten how 
to work, nor have we under adverse 
conditions varied one whit from strict 
adherence to prudent underwriting. 
And that is why the mutual machine 
has gone steadily forward during 
these past few years. 


It seems to me that in this respect 
we have set an example for the na- 
tion. There is entirely too much dis- 
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position in this country to look to 
Government to find the way out for 
American business. We have pan- 
aceas to the right of us, panaceas to 
the left of us, and panaceas of every 
type and kind and nature and for 
every conceivable purpose, when 
what we really need is more hard 
work and more sound thinking upon 
the part of every individual in the 
nation. I have said a number of times, 
and I still feel that our recovery 
from the depression has been delayed 
rather than hastened by not permit- 
ting natural forces to have full play. 
Indeed, I think that instead of tem- 
pering the disease by the administra- 
tion of opiates, we might better have 
taken the real medicine and have it 
over with. Certainly there has been 
entirely too much emphasis upon the 
responsibility of government for stim- 
ulating business activity. 


EVERTING to mutual insur- 
ance, it seems to me the out- 
standing feature of our depression 
record is our conservative and suc- 
cessful investment policy. 
Unquestionably the experience of 
the last three years has had a whole- 
some influence on all insurance. It 
is to be hoped that the mistakes that 
have been made will not be repeated. 

Outstanding among the investment 

errors that have been developed by 

the depression are: 

1. The investing of too large a propor- 

tion of the assets of the individual 

company in types of securities most 
susceptible to depreciation under ad- 
verse business conditions, j : 

Investments in outside enterprises in 

which the directors or officers of the 

insurance company were interested. 

3. Unwarranted reliance upon the recom- 
mendations of banks and investment 
houses interested largely if not entirely 
in the collection of a commission on the 
sale of securities. _ ne 

4. Purchase of securities of political sub- 
divisions or business enterprises located 
in the vicinity of the home office of the 
insurance company supported more by 
local pride than by a careful analysis 
of the desirability of the investment. 


i) 


It is to the credit of mutual fire 
insurance that it has avoided most of 
these pitfalls. And I have no doubt 
that mutual companies will rigidly 
adhere to their conservative practices 
of the past, and if any changes are 
made they will be in the direction of 
exercising even greater care in the 
future. 


We have all witnessed with con- 
cern and apprehension the difficulties 
of so many non-mutual companies 
resulting from unwise investments. 
True their funds are stockholders’ 
property, at least so far as capital and 
surplus are concerned. But supposing 
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we had experienced a serious con- 
flagration three months ago, or even 
now, to what extent would prompt 
payments have been possible ? 

I can answer that question for mu- 
tual fire insurance—losses would have 
been adjusted and paid fully and 
promptly as they have in every con- 
flagration in our history. Why? Be- 
cause mutual funds are in as good or 
better shape to meet such a demand 
than at the time of any previous 
calamity. The remarkable aspect of 
this situation is that the average mu- 
tual company has gone far beyond 
any recognized standard of invest- 
ment in its financial policy. The re- 
sult is that innumerable investment 
portfolios of mutual companies are 
infinitely more conservative than the 
most rigid trust-fund requirements of 
their respective states. 


HY is it then that with better 

indemnity from the standpoint 
of investments; better indemnity 
from the standpoint of economical 
management; better indemnity from 
the standpoint of high-grade policy- 
holders; better indemnity from the 
standpoint of the opportunity to in- 
crease surplus, if necessary, through 
reduction of dividends to policy- 
holders, the statement is still made 
that non-mutual companies do 90% 
of the fire insurance business of 
America ? 

In the first place the statement is 
untrue because it is based on an im- 
proper standard of measurement. 
The test, as I pointed out a year ago 
in my Federation address, is not what 
the property owner is charged for 
protection, but the amount of protec- 
tion he buys. In other words, the in- 
surance he carries. The fact that he 
pays more for the insurance he buys 
from non-mutual companies has no 
bearing on the amount of protection 
afforded by such companies. 

The survey made a year ago 
showed that approximately 40% of 
all the fire insurance carried in Amer- 
ica was entrusted to mutual com- 
panies, and no successful challenge 
of that fact has been or can be made. 

Why is it then with all its advan- 
tages of indemnity and cost that mu- 
tual insurance does not predominate 
in fire as it does in life insurance? 
The answer, it seems to me, is a 
simple one. It lies in the fact that 
mutual fire insurance has persistently 
insisted on a high standard of risk 
acceptability, and in the fact that pro- 
duction methods are not the same. 

In the life insurance field, in which 
mutual insurance is overwhelmingly 





predominate, the compensation to 
agents and brokers is not only sub- 
stantially the same for both mutual 
and non-mutual companies under the 
same jurisdiction, but the reserve re- 
quirements are such as to prevent the 
payment by non-mutual companies of 
exorbitant commissions that are so 
common in the practice of such com- 
panies in the fire insurance field. 
While the first. year life insurance 
commission is substantial, the re- 
newal commission is very low. In 
fire insurance, agents and brokers re- 
ceive as high commission on renewals 
as they do on new business. The mu- 
tual attitude is that these commissions 
are, in many cases, excessive. It is 
not strange, therefore, that the pro- 
ducer who can place his business 
where he pleases, should not infre- 
quently elect to place it with the com- 
pany allowing him the highest com- 
pensation. 

High commissions, too, give added 
opportunity for a division with per- 
sons not qualified to act as agent, and 
who in many cases perform little, if 
any, service. Many of the best stu- 
dents of insurance agree that the 
elimination of “middlemen” would do 
much to raise the standards of the 
business, but this will never be ac- 
complished so long as present com- 
mission practices prevail. In this con- 
nection it must be admitted that many 
able and conscientious agents are not 
adequately compensated. This diffi- 
culty would, in large measure, be re- 
moved if the representative were able 
to retain the full commission he 
receives. 

The record of mutual insurance in 
the amount of property insured dur- 
ing the depression has been an emi- 
nently satisfactory one. While the 
volume has in the case of many com- 
panies shown a_ shrinkage, that 
shrinkage has been much less than in 
the case of most non-mutual com- 
panies. And with business recovery, 
the property owner, who has in these 
last few years had ample time to con- 
sider the question, will, I am sure, 
insist upon a larger proportion of his 
coverage being placed in mutual com- 
panies. This is a situation of which 
we should be prepared to take full 
advantage. 

QO 


N my experience there has never 

been a time when mutual in- 
demnity and mutual service were so 
highly esteemed by the property 
owner. Less and less is emphasis be- 
ing placed upon our more economical 
cost. Time and again the policy- 


holder has elected to remain with us 
at a substantially higher cost because 











of his appreciation of our better in- 
demnity and service. 


If there ever has been in the mind 
of any property owner serious doubt 
as to the character of the protection 
afforded by mutual fire insurance, that 
doubt should now be dispelled, and 
has certainly been adequately and 
convincingly answered by the mutual 
fire insurance record of the last three 
years. 

If mutual insurance has a weakness 
it lies in our lack of appreciation of 
our strength. You will all recall a 
year or so ago a number of our com- 
panies were very much upset when it 
was announced that the non-mutual 
companies had adopted a policy of 
non-intercourse with respect to loss 
adjustments. On the other hand, 
many managers felt that we should be 
much better off if we handled our 
own adjustments as has been the 
practice for many years with the farm 
companies and some of the class and 
general writing companies. Experi- 
ence has proven this judgment was 
correct and [ doubt if there is a 
single company manager who would 
be willing to go back to the old 
method of joint adjustments with 
non-mutual companies. 


Qowaoew 


UTUAL insurance has made 

the best progress when it has 
acted on its own initiative. The rec- 
ord of the largest and strongest of 
our mutual groups together with the 
record of the farmers companies 
testifies most convincingly to this 
fact. Here we have demonstration 
that mutual independence with re- 
spect to rates, forms, underwriting 
conditions and adjustments, as well 
as in investment policy, has blazed 
new trails which, because of their 
greater appeal to the property owner 
have sooner or later been adopted by 
our competitors. 

Satisfaction with our own record 
should not, and I am sure does not 
blind us to a realization of the re- 
sponsibility we have with respect to 
the economic situation of our country 
today. Unquestionably we have en- 
tirely too much government, and that 
means we are spending too much 
money for its maintenance. 30% of 
our national income ($15,000,000,000 
out of $50,000,000,000) is required 
to maintain our various governmental 
activities. Twenty million of our 
citizens are supported by the govern- 
ment. 


There is only one answer to this 
appalling situation and that is our in- 
difference to our duties as citizens. 
A few years ago we were all applaud- 
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ing a reduction in the national debt 
as represented by the obligations of 
the Federal Government. At the same 
time we were absolutely ignoring the 
tremendous increase in the cost of 
state, county and local government. 
We voted bond issues by over- 
whelming majorities for every con- 
ceivable type of public activity with- 
out the slightest consideration as to 
the need for the expenditure or as to 
the manner in which the money would 
be supervised and used. The fact 
that interest accumulations were 
mounting day by day, that principal 
payments would have to be met some 
time, that the complacent taxpayer 
might not always be able to meet the 
increasing burden placed upon him, 
were all ignored. And so now we find 
that more than one day’s income out 
of every four is required to pay our 
tax bills. 

While we are on the subject of 
taxation I should like to make brief 
reference to the generally unfair and 
inequitable taxation of insurance. It 
must be conceded that a tax on an 
insurance premium is an unjust dis- 
crimination against the policyholder. 
It is difficult to understand why the 
buyer of insurance should make a 
greater contribution to the support of 
government than the non-buyer. Fur- 
thermore, there are many reasons 
why the insurance buyer should be 
encouraged in his prudence and not 
penalized by it. While we cannot hope 
to secure tax reductions in a time 
when the taxing bodies are exerting 
every effort to secure additional in- 
come, nevertheless we can, by diligent 
attention to the situation in our re- 
spective states, at least prevent a fur- 
ther burdensome and unfair taxation 
on the buyer of insurance. 


QOD 


N a few weeks our national elec- 

tion takes place. The opportunity 
definitely to commit candidates for 
public office to governmental economy 
is here, and the time to do it is be- 
fore and not after the election. In 
the Spring we shall have most of our 
municipal elections, and here there is 
an even greater and more urgent need 
for action. 

Time and again in the history 
of the country we have seen or- 
ganized minorities achieve objec- 
tives that appeared almost impossible 
of accomplishment, and yet the great 
mass of our citizenry sits idly by and 
makes little if any effort to register 
its opinions. Our Representatives in 
government are responsive to and re- 
act promptly to the views of their 
constituents, and if the views they 
get are those of the conservative 
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American citizen, the policies fol- 
lowed and the legislation enacted 
would represent the same conserva- 
tive view. 

Let us, then, resolve to do our part 
in this great emergency. The influence 
of mutual insurance through its mil- 
lions of policyholders is one of the 
most potent forces in America. And 
it is an important force, too, because 
our policyholders as property owners 
are interested in the perpetuation of 
our present system of government, 
and are most vitally concerned in the 
cost of that government, for which, 
incidentally, they pay a totally dis- 
proportionate share of the tax burden. 


The farm mutual insurance com- 
panies of America have demonstrated 
what American honesty of purpose 
and integrity of policy can achieve. 
With little or no supervision they fur- 
nish a striking example of what can 
be accomplished by private initiative, 
free from bureaucratic despotism. 


One hundred years ago that great 
philosopher and historian, Macaulay, 
wrote: 


“Our rulers will best promote the im- 
provement of the nation by strictly 
confining themselves to their own leg- 
islative duties, 


by leaving capital to find its most 
lucrative course, commodities their 
fair price, industry and _ intelligence 
their natural reward, idleness and 
folly their natural punishment, 


by maintaining peace, 
by defending property, and 


by observing strict economy in every 
department of state. 


Let the government do this—and the 
people will assuredly do the rest.” 

It seems to me that this is a plat- 
form to which we might well sub- 
scribe. Certainly its reasonableness 
and sound sense call sharply to our 
attention the long road we have 
traveled toward leaning upon the gov- 
ernment and looking to the govern- 
ment in countless activities that might 
better have been settled within our- 
selves. 


ye <— 
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HE case of mutual insurance 

needs no apoligy and no explana- 
tion. It has functioned for 180 years 
in America with little, if any, neces- 
sity for government supervision or 
correction of practices. It has suc- 
ceeded because of its fundamental 
soundness—it will continue to suc- 
ceed and grow and develop as an in- 
stitution of service to American prop- 
erty owners. You and I are fortunate 
to have had a small part in the de- 
velopment of this institution, and we 
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may well congratulate ourselves that 
the founders of mutual insurance in 
America who were also the founders 
of the nation itself, launched the en- 
terprise of mutual insurance on so 
high a plane and with such sterling 
ideals and purposes. Let us then to- 
day pledge anew our faith in this in- 
stitution. Let us resolve to adhere to 
those wise, sound, conservative prin- 
ciples that have carried us trium- 
phantly through the years that have 
passed, that history may, as I said 
at the beginning of my talk, continue 
to repeat itself so far as mutual in- 
surance is concerned in the years that 
are ahead. 


S<>~ 


Assets 


(Continued from page 28) 


The bonds of railroads, utilities and indus- 
trial corporations present the chief prob- 
lem in valuation of securities at the present 
time. It is noticeable that the companies 
fall back on the amortization basis only 
when such plan gives values in excess of 
the market values. 

Policy loans present little difficulty to 
life insurance companies as to value. The 
aggregate indebtedness under an individual 
policy must not be admitted for any 
amount in excess of the reserve liability 
on such a policy. 

Committee examinations of companies 
by competent examiners are the best 
method of keeping a commissioner ac- 
quainted with the true conditions of the 
companies in his home state, and are worth 
many times their cost to the institutions 
themselves. 

I have become firmly convinced in late 
years that the home commissioner can 
render the insuring public a very great 
service by keeping track of the experience, 
ability and general character of the men 
in whose hands the management of his 
local companies is placed. Formerly, in- 
surance stocks were closely held without 
market quotations, but this condition no 
longer exists. Promoters and sharpers and 
other persons untrustworthy because inex- 
perienced have obtained stock control of 
some of our institutions with disastrous 
results to the policyholders of such organ- 
izations. The official family of an insur- 
ance institution is either an intangible 
asset to the institution or a liability, the 
present value of which cannot be deter- 
mined, It would not be amiss in admitting 
new companies to do business in our states 
for us to turn the tables and request in- 
spection reports upon the management of 
these companies before granting the re- 
quested licenses. Present to me the per- 
sonal history of each individual compos- 
ing the official family of a business institu- 
tion, and I, in turn, can hardly fail to fore- 
cast correctly the outcome of its opera- 
tions over the future years. 


Federal Hassbwane Group 
Scholarship Awards 


HE Vederal Hardware and Im- 
plement Mutuals, composed of 
the Retail Hardware Mutual Fire In- 
surance Company, Minneapolis, 
Minnesota, Hardware Dealers Mu- 
tual Fire Insurance Company, Ste- 
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vens Point, Wisconsin, and the 
Minnesota Implement Mutual Fire 
Insurance Company, Owatonna, 
Minnesota, have just completed a 
scholarship contest conducted in the 
states of Minnesota and Wisconsin. 

A $2,000 cash award was offered 
to some graduating high school stu- 
dent in each state who wrote, in the 
opinion of the judges, the best essay 

n “Mutual Fire Insurance—Its His- 
tory—Development and [*uture.” 

The board of judges in the state of 
Minnesota was composed of Garfield 
W. Brown, Commissioner of Insur- 
ance, State of Minnesota; C. I. Bux- 
ton, President, Minnesota Implement 
Mutual Fire Insurance Company ; 
Donald J. Cowling, President, Carle- 
ton College, Northfield, Minnesota: 
S. O. Hartwell, Superintendent of 
Schools, St. Paul; R. B. MacLean, 
President, State Teachers College, 
Moorhead, Minnesota; T. G. Mc- 
Cracken, Vice - President - Manager 
Retail Hardware Mutual Fire Insur- 
ance Company, Minneapolis ; Carroll 
R. Reed, Superintendent of Schools, 
Minneapolis; Roland S. Vaille, Pro- 
fessor of Marketing, University of 
Minnesota; and Leonard Young, Su- 
perintendent of Schools, Duluth, 
Minnesota. 

Judges in the state of Wisconsin 
were E. N. Hale, President, Hale- 
Hass a Eau Claire, Wis- 
consin; P. J. Jacobs, President, Hard- 
ware Dealers Mutual Fire Insurance 
Company, Stevens Point; Frank 
Lauerman, President, Lauerman 
Brothers Company, Marinette, Wis- 
consin ; J. Mortensen, Commis- 
sioner of Insurance, Madison; and 
Walter A. Olen, President, The Four 
Wheel Drive Auto Company, Clinton- 
ville, Wisconsin. 

In Minnesota the award of $2,000 
was won by Barbara Jane Pearl of 
Crosby and in Wisconsin the winner 
was Paul Cornell of Milwaukee. Both 
of these winning students wrote out- 
standing essays on the subject of 
“Mutual Insurance—Its History— 
Development and Future” involving 
much research work. Considering all 
of the essays submitted in the two 
states, comments of the judges were 
that the majority of the students did 
a very complete and thorough job 
and after writing the essays had com- 
plete knowledge of the various forms 
of fire insurance, especially mutual. 
very contesting student in both 
states was supplied with a complete 
rule book on the contest together with 
a booklet that treated the subject of 
Mutual Fire Insurance and compared 
it with the other forms of fire insur- 
ance. This latter booklet was fur- 





nished by the Federal companies as a 





general outline for the students to 
follow in the development of their 


subject. 
Oona 


Editorial 


(Continued from Page 23) 


seen in the most innocent and justifi- 
able proposals, and a general policy 
of obstruction on the part of the pub- 
lic may easily bring about an era of 
woefully inadequate rates. 


Mr. Hobbs suggested at the meet- 
ing of the National Convention of In- 
surance Commissioners that the car- 
riers get together. This Journal makes 
no comment on that suggestion. It 
does point out, however, any such 
getting-together should not be in the 
sole interests of those writing com- 
pensation insurance, but in the in- 
terest also of the public which pays 
the bills. 

It is not here suggested that the 
many trade organizations which lately 
have been represented at compensa- 
tion hearings have not shown an ad- 
mirable restraint, and a desire to learn 
the real truth about the adequacy of 
rates. Indeed they have in many in- 
stances, supported the very ideas 
which have been advanced by the mu- 
tual carriers from the start of the 
controversy. Trade organizations and 
groups of various classes of business 
men are, of course, welcome at in- 
surance meetings. Their presence has 
added an influence for a broad out- 
look on the problems considered. The 
quick response which has been made 
to requests that the public be given 
time to prepare its case has em- 
phasized that the State Departments 
and Boards are striving to solve rat- 
ing questions on a basis of unbiased 
consideration of the fullest possible 
information. 

If the carriers in the future rely 
only upon sound bases of rate mak- 
ing, ultimately the vigorous protests 
of the trade associations brought 
about by the present controversy may 
result in the creation of a better feel- 
ing toward the entire insurance busi- 
ness. This depends, however, upon 
the future course which the carriers 
choose to chart for themselves. In 
their own interest they should not 
wait until New Years to make the 
good resolution. 








The Journal of American Insurance 
will bring to your desk each month, 
timely news and educational articles 
covering a wide range of subjects. The 
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The real test of an insurance policy comes 
when the fire chief departs and the insur- 
ance adjuster arrives. Will the amount of 
loss be paid promptly and fully? Will 
there be weeks of waiting before repairs 
or rebuilding can be started? These are 
foremost questions in the assured’s mind. 
Any fire hurts business. It scatters trade 
and disrupts organization. The sooner a 
loss is settled and repairs started the less 
business and property owners suffer. 
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After a fire. how good 
will the insurance protection be? 





The Federal Mutuals have always paid 
every just claim promptly and fairly. 
Ample financial resources are an assur- 
ance to policyholders of the companies’ 
ability to pay. Strategically located de- 
partment offices put the whole country 
on a nation-wide network of service. In 
addition to an excellent loss paying 
record, the Federal saves policyholders 
30 to 40% on the cost of their protection. 
This is done through close adherence to 
mutual principles which always provide 
for the benefit of the policyholder. 
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Hundreds of trained Federal representatives working 
out of key cities are within easy reach of the insuring 
public. These men are well informed on the funda- 
mentals of insurance and can render expert advice. They 
know what they are talking about. A request for service 
to the nearest branch or department office is promptly 
followed up within twenty-four hours’ time. 












Federal Hardware & Implement Mutuals | 


Retail Hardware Mutual Fire Ins. Co. 
Minneapolis, Minn. 


Hardware Dealers Mutual Fire Ins. Co. 
Stevens Point, Wis. 


Minnesota Implement Mutual Fire Ins. Co. 
Owatonna, Minn. 























Save 
with Safety ... 


' Skies are clearing. Optimism is taking the place of pessimism. The Lumbermens Mu- 


tual Casualty Company rejoices in this change in sentiment and hopes that it will prove 
well founded. 


But whether markets go up or down— 
whether recovery comes now or later— 
“L-M-C” protection will continue to be. 
thoroughly dependable. 


U. S. Government bonds 
27.1% 


In this year of trial for all business, the” 
Lumbermens Mutual Casualty Company say ed 
has continued to forge ahead along the eee ee 
conservative lines it has always followed« 
The market value of the “L-M-C” invest ee TE ee 
ment portfolio increased during the first 79% 
six months of 1932. For the fiscal year 
ended June 30, 1932, cash dividends to’ 
policyholders exceeded those of any pre- 
vious year in the Company’s history. «Net, . 
premium income increased 5.4%. 





ility bonds . 
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: , ‘ : How “L-M-C’s” Assets are Invested 
In ever increasing numbers, big business 


little busi he | fl Conservat.sm and liquidity have always 
and little business—the argest fleet owner been the cardinal principles of our investment 
all pte. Re . : ’ program. Over 73% of our invested assets 

the individual motorist—are saving with are in cash, Government and high-grade mu- 
safety on the cost of their Automobile, n‘cipal bonds. Furthermore, this company 


i Z has prepared its financial statements on an ac- 
Compensation, and other casualty insur- tual market value basis, taking no advantage 


of the privilege of using values of June 30, 
ance through the “L-M-C.” sO5 1 ux edkiciics, . J 





LUMBERMENS MUTUAL CASUALTY COMPANY 


JAMES S. KEMPER, President 
Mutual Insurance Building Chicago, U.S. A. 


Associate Company under “L-M-C” Management 
AMERICAN MOTORISTS INSURANCE COMPANY 
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